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RE-DEPLOYMENT OF BUSINESSMEN 


Trusteeship for Career Protection 


Editorial 


S the old Fisk Advertisement read; 
there’s a “Time to Retire” in every bus- 
inessman’s life. Company pension plans are 
hastening the process for executives as well 
as for other employees. Employment and 
industrial conditions both during and after 
the period of transition to peace production 
will in many concerns undoubtedly speed up 
retirements of many older people, either 
voluntarily or involuntarily. 

Trust institutions are in the key position 
to urge people to anticipate this conditicn 
and prepare themselves financially. In part, 
this “personal planning” can be done by ex- 
tension of employee benefit programs where 
they are not now in operation or are inade- 
quate. But there is a limit to the amount of 
stockholders’ money that can be withheld for 
this purpose—a large share of responsibility 
will still be on the individual to provide his 
own nest-egg. 

Changes in management and in technol- 
ogy are likely to create many new conditions 
which will jar the sense of imbedded secur- 
ity which older employees—salaried officials 
possibly even more in proportion than wage- 
earners—feel after many years with the 
same company. Actually, the number of 
employees with service records of over 20 
years in the same concern is very small. One 
large corporation recently reported that of 
a payroll of 10,000, only 2% had been with 
the company or its predecessors for this pe- 
riod. 


For the protection of both the employee 
and the company, flexibility in retirement 
plans is essential. Corporation and bank di- 
rectors are taking a keener look at official 
and departmental personnel and may be em- 
barrassed by too rigid severance conditions. 
Any individual wants to be in a position of 
independence, able to seek other employment 
if he does not like the present picture. 


Yet it is surprising that so many men of 
otherwise good business judgment neglect 
the planning of their own affairs. Even the 
best constructed will is only part of the job 
—the part that protects the family after the 
family head has died. Estate planning needs 


to be sold as a present and immediate pat- 
tern for living. 

Many men have been stymied from mak- 
ing a beneficial change of employment or 
taking a fair chance in some more attractive 
field by lack of liquidity in their current es- 
tate. It is well known that financial worries 
sap a man’s usefulness, and that procrastin- 
ation in setting up a program for financial 
independence—between possible changes in 
jobs or after retirement—can make it im- 
possible to open the door to the knock of 
opportunity. 

The public is pretty well educated to the 
necessity of savings accounts and the value 
of insurance; it is high time the trust insti- 
tutions, cooperatively or independently in 
their communities, illustrate the advantages 
of trusteeship as a living service—a busi- 
ness career protection as well as a family 
protection. 
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Selecman on Leave with Red Cross 


Merle E. Selecman, deputy manager of the 
American Bankers Association and secretary 
of its Trust Division, has been appointed spe- 

cial assistant to 
7 Frederick A. Car- 
' roll, recently 
named Red Cross 
Commissioner for 
Great Britain and 
Europe, who is 
president of the 
Trust Division 
and vice _ presi- 
dent of the Na- 
tional Shawmut 
Bank of Boston. 
Mr. Selecman has 
been with’ the 
American Bank- 
ers Association 
for 18 years and 
is also director of 
its Public Relations Council. During his ab- 
sence, Miss Genieve N. Gildersleeve, assistant 
secretary of the Trust Division, will be in 
charge. ; 


MERLE E. SELECMAN 
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THE MAKINGS OF PROSPERITY 


Productivity of Individual Must Match Productivity 
of Industry to Assure Fair Distribution 


HE stage is set for a great drama of 
“Eh peblie prosperity in the years ahead, 
for America, and perhaps for the world. 
Whether we attain it or not will depend 
not only on the leading production and 
distribution actors but also on the political 
scene-shifters. The proper meshing of 
supply and demand will take a new type 
of teamwork on the part of our industrial- 
ists and economists; the maintenance of a 
healthy popular psychology will require a 
realistic. approach to over-all business and 
fiscal policies on the part of the politicos. 

The ingredients for repairing the deple- 
tions of war and for regaining the normal 
4% yearly increase in per capita wealth 
are present. Our productive plant, with 
its great improvements in technology and 
its need for deferred maintenance and mod- 
ernization to peace purposes, will be at 
an all time high of capacity to produce 
what people want. Our vast reservoir of 
savings provides both a great purchasing 
power and a cushion for current tax, and 
we hope, debt amortization payments. 

It is on the distribution side that we 
face an unlicked enemy. In the ’30s we 
saw the ironic contrast of unused produc- 
tive facilities coincident with unemploy- 
ment and unrequited consumer needs. This 
paradox gave rise to many ill-begotten 
economic children, in particular the 
sophistry of the ‘“under-consumption” 
theory. We may expect resurrection of 
more of its fallacies soon. Already we 
hear the panacea peddlers barking a new 
dope called “increased purchasing power” 
which they propose to create by some var- 
iation of the old leaf-raking techniques, or 
by arbitrary wage laws. 

If we listen to these economic medicine- 
men who propose to create wealth (pur- 
chasing power) by some legislative 
sleight-of-hand or glorified W.P.A. to as- 
sure “full employment” we will build up 
to a depression which will make the ’30s 
look like a Roman holiday. The idea of 
creating purchasing power by thrusting 
money into the hands of people without 
regard for the amount of saleable or pro- 
ductive wealth they have created is the 


greatest danger facing our future, and can 
even sow the seeds of another and more 
terrible war or revolution. 

We all want full employment in the 
sense that every man and woman capable 
of contributing to our material and human 
welfare have the chance to work and even 
to change jobs. Businessmen especially 
want it for it is the basis of their pros- 
perity and keeps the radicals from gaining 
popular audience. But we don’t want it 
at the price of State Capitalism—which is 
only the polite form of Naziism or the old 
Communism. 

Business has, unfortunately, been sold a 
gold brick in the “60 Million Jobs” quota. 
If they fail to provide them the stage is set 
for the State to take over, and it may be 
the last chance for our system of private 
enterprise and private employment free- 
dom. Then we shall have jobs like 
Germany gave—regimented labor goes 
with regimented business. There may be 
only 50 million people willing and able to 
do work good enough to justify private 
employment or self-employment. Manage- 
ment and employees alike have seen 
enough “soldiering” in our factories even 
during a war of survival; some people 
just aren’t worth the pay in a competitive 
economy. Statistical goals will never take 
the place of human goals and human qual- 
ifications. 

When the Jap is crushed we will have 
to find a new common objective—for labor, 
for management and for capital. Our elec- 
tions teach us that it is human nature to 
be “agin” something—why not be “agin” 
disemployment of any able and willing 
worker? If every businessman made that 
his aim, we would win the peace. 

We now have the seeds for victory both 
in war and in peace. But we will harvest 
only a barren crop if we rely on slogans 
and leave the responsibility for all plan- 
ning to government. We will only use up 
the seed corn if we rely overmuch on 
government pump-priming, high-pressure 
sales techniques and installment selling. 
During the several years of probable high 
activity following the war we will have 





our chance to match our productive abil- 
ities with consuming abilities. Government 
divides—by taxation or inflation—only the 
individual and his tools create wealth. 


The best assurance of fair distribution 
of the values of production or service for 
the worker is his ability to get a job, or 
change to another from one which is below 
standard. The best assurance for the owner 
and manager of the tools of production 
or service is his ability to hire a better 
workman to replace a slovenly one. Only 
if the two are fairly in balance can we 
meet the great promise of our future, and 
the only role of government job-making 
should be to keep this balance. 


CHRISTIAN C. LUHNOW 
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Estate Council Organized 


On June 28, 1945, a representative group of 
attorneys, accountants, life insurance men, and 
trust officers met for the purpose of organizing 
the Dallas Estate Council. Approximately 150 
persons heard an enlightening talk by John 
Paul Jackson, of the law firm of Thompson, 
Knight, Harris, Wright & Weisberg. 

The Governing Board, composed of two 
representatives from each of the four groups, 
appointed the following officers: Clarence E. 
Sample, trust officer, Mercantile National Bank 
of Dallas, Chairman; Mr. Jackson, Vice-Chair- 
man and Chairman of the Program Committee; 
Walter Smith, Fred F. Alford & Co. and Pres- 
ident of the Dallas Chapter, Texas State So- 
ciety of Certified Public Accountants, Secre- 
tary & Treasurer; W. B. Harrell, President of 
the Dallas Bar Association, Chairman of the 
Committee on Organization. 

Meetings will be held on the first Friday of 
each month. The first regular meeting on 
August 3, was devoted to discussion of “The 
Texas Trust Act,” originally passed in 1943 and 
amended this year. 
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Chase Resources Over $5 Billion 


The statement of the Chase National Bank 
for June 30, 1945, shows deposits of the bank 
on that date were $4,952,627,000, (the largest 
deposit figure yet reported by the bank). Total 
resources amounted to $5,288,247,000 compared 
with $4,822,301,000 on March 31, 1945. 

Total current operating earnings for the first 
six months of 1945 were $29,419,000 as com- 
pared with $26,636,000 for the same period 
in 1944. Fiduciary fees, commissions, etc., 
were also up, from $4,186,000 to $4,394,000. 
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RECONVERSION PRICE POLICY 


HE speed with which we change to 

peacetime production will be determined 
by the physical problems of reconversion 
and the incentive of producers to make the 
shift. Incentives, in turn, will be affected 
by reconversion price policy, labor policy 
and tax policy. During the past month OPA 
has spelled out its price policy for pro- 
ducers’ prices for the period ahead. The 
underlying theme is still to “hold the line” 
rigidly wherever possible. The continua- 
tion of this policy will have adverse effects 
upon incentives to produce, and this in turn 
will be reflected in less production and fewer 
jobs. 

Reconversion price policy logically is di- 
vided into two phases: (1) what commodi- 
ties will be exempt from control and (2) 
how to price products, mainly “hard” goods 
such as automobiles, washing machines, re- 
frigerators, etc., which have not been pro- 
duced during the war. The main argument 
advanced in favor of controlling all prices 
during the war has been that resources 
would be diverted away from the war effort 
to the production of non-essential products 
with free prices, if this were not done. With 
sharp cutbacks in war production already 
announced and further reductions scheduled 
to take place, zeny merit this argument may 
have had is rapidly disappearing. In fact, 
the need in the period ahead is to speed up 
the flow of resources to the production of 
civilian goods. 

OPA is planning to release some products 
from control. But the criteria set up to 
determine the products affected and when 
this shall be done seem to be too restrictive; 
hence the area of decontrol is bound to 
be too small. Thus, in any case where the 
removal of price control is followed by a 
price increase or where such an increase is 
threatened, ceilings are to be reimposed at 
the pre-existing levels. This gives a sanc- 
tity to wartime prices which certainly can- 
not be justified on the basis of the underly- 
ing forces affecting those prices. It as- 
sumes that all price increases are equally 
bad when only those which originate in in- 
dustry or labor monopoly practice or those 
which will have a spiraling effect are to be 
condemned. 

Provision is also made for the removal of 
ceilings from products which are unimpor- 
tant in the economy or which do not affect 
business costs or the cost of living signifi- 
cantly. However, this removal is to take 


place only if control of the product is sub- 
ject to “disproportionate administrative dif- 
ficulties.” Since a product must be both un- 
important and involve administrative diffi- 
culties to be eligible for decontrol, the num- 
ber of products which will qualify will be 
kept to a minimum. It would be more ap- 
propriate to set up these two criteria as 
separate standards and in this manner in- 
crease the number of items which will be 
eligible to be removed from control. This 
should be accompanied by a broad interpre- 
tation as to what is “insignificant.” If the 
prices of luxuries were decontrolled, OPA 
would be able to concentrate its energies 
and funds in doing a better job with essen- 
tial cost of living items. 

The formula announced for determining 
prices on goods brought back into produc- 
tion is excessively rigid. Industry-wide 
price adjustments are to be determined on 
the following basis. To 1941 costs are to 
be added the increase in basic wage rates of 
factory workers and the increase in raw 
material prices as determined by OPA. To 
these adjusted 1941 costs is to be added the 
industry profit margin in the years 1936- 
1939. This formula ignores the “fringe” 
wage increases which have brought the war- 
time increase in straight time earnings 37 
per cent above the pre-war level, although 
basic wage rates (which OPA considers) 
have risen only 20 per cent. Moreover, no 
allowance is made for the increased wages 
of nonfactory labor. The formula will thus 
in many cases be tantamount to forbidding 
producers to recover the current costs in 
prices currently charged. This is not the 
way to stimulate reconversion and produc- 
tion. 

Similarly, all increases in raw material 
costs may not be included in determining 
the magnitude of the cost increase. OPA 
has said specifically that the following types 
of increases shall be excluded from consid- 
eration: “price increases resulting from 
purchases from a more distant supplier, or a 
different class of supplier or in small quan- 
tities, or those resulting from changes in 
practice as to subcontracting of parts or 
components, or those resulting from any 
other departures from customary purchas- 
ing practices.” But these are all real in- 
creases in costs arising out of wartime dis- 
ruptions beyond the control of the manufac- 
turer. He must recover these costs if he is 
to stay in business. These artificial and un- 
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realistic conceptions as to the adjustments 
permitted for increase in wage and raw ma- 
terial costs can only result in lower profit 
margins or their conversion into actual loss- 
es. 


OPA permits special adjustments for 
companies which fail to obtain the required 
relief under the industry-wide adjustments. 
Companies are divided into three categories 
based on their annual sales: Over $200,000, 
$50,000 to $200,000, and under $50,000. For 
those in the over $200,000 category, the 
standard is much more severe than that used 
for industry-wide adjustments. 

Thus, prices for firms which had an an- 
nual civilian business of $200,000 are to be 
established as follows: To 1941 costs are 
added the increase in basic wage rates of 
factory workers and the increase in raw 
materials prices as determined by OPA. If 
the resulting cost is not higher than the 
ceiling price, no upward price adjustment is 
permitted even though the profit margin 
may be virtually eliminated. If the adjust- 


ed 1941 costs are higher than the ceiling, 
the firm is permitted to add one-half of the 
1936-39 profit margin for the industry. 
The most liberal price policy is followed 
in connection with the smallest companies 
who are permitted to add the 1936-39 profit 
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margin to their current costs. The ques- 
tion may be raised as to why a similar 
standard should not be used for companies 
doing a volume of business in excess of $50,- 
000. 

OPA justifies its failure to include adjust- 
ments for the entire increase in wage and 
material costs on the ground that certain 
offsetting declines in cost will take place. 
The cost decline factors include: 


(1) elimination of overtime (not includ- 
ed in the 37 per cent increase in wage 
costs) ; 

the elimination of multiple shifts 
(this can’t be done in continuous 
process industries such as iron and 
steel) ; 

downgrading of labor as men are re- 
leased from the Armed Forces and 
war production; 

increase in productivity as a result 
of technological developments (see 
editorial on Labor Productivity in 
this issue, page 128). 

As 1941 volume is reached and ex- 
ceeded unit costs will decline sharply 
and the OPA pricing formula will 
prove to be very generous. (This 
may be true, but there is no certainty 
as to when 1941 volume will be 
achieved; certainly not until after 
the Japanese War is over, for major 
industries. Is industry to operate at 
a loss until that earnestly hoped for 
but unknown date?) 

In addition to the above arguments which 
are commented on parenthetically by the 
writer, it is held that temporary losses will 
not inhibit the resumption of civilian pro- 
duction because business men will desire to 
be in a position to sell to the “lush civilian 
market as rapidly as they possibly can.” 
Unfortunately there is no way of knowing 
how temporary this period of loss will be. 
The Mead Committee has been sharply criti- 
cal of government policy because it has tend- 
ed to retard reconversion. Such delays mean 
that the achievement of volume production 
and the accompanying profitable operations 
will come at a later date. 

In line with its editorial policy of obtain- 
ing all views on a problem before publica- 
tion Trusts and Estates submitted this 
manuscript to Thomas I. Emerson, General 
Counsel and Acting Director of the Office of 
Economic Stabilization. Mr. Emerson fur- 
nished many valuable suggestions which 
have been incorporated in this analysis. He 
advanced this additional interesting defense 
of the policy adopted: 


(2) 





“... the provisions of the tax laws pro- 
vide protection against temporary losses 
by permitting both unused excess profits 
credits and normal operating losses to be 
carried back against taxes paid in pre- 
ceding years. Since the great volume of 
producers of these goods were in war 
work and paid excess profits taxes, their 
reimbursements are likely to cover a sub- 
stantial portion of any losses.” 


It will probably come as a shock and a 
surprise to many business man (and to Con- 
gressmen as well) to learn that the relief 
provisions of the law are to be used to jus- 
tify excessively tight pricing policy bv 
OPA. Certainly that was not the intent of 
Congress. Moreover, to the extent that this 
policy results in many such losses, current 
tax revenues of the government would be 
adversely affected, thus making it more dif- 
ficult to attain a balanced budget. Why not 
permit these companies to operate at a profit 
and thus put them in a position to pay more 
taxes, rather than to pay less? 


OPA reconversion price policy must be 
revised at once if we are not to suffer a 
future cost in the form of unemployment. A 
more liberal price policy must replace the 
rigid policy now established. The allow- 
ances for increase in wage and raw material 
costs must be made more realistic. Allow- 
ance must be made for other cost increases 
now excluded from consideration. The num- 
ber of products to,be released from price 
control must be expanded considerably by 
broadening the criteria for decontrol. Un- 
less such measures are adopted the incen- 
tive to produce will be impaired. There is 
grave danger that our excessively rigid 
price policy may stand in the way of attain- 
ing the production required. 


—Jules Backman 
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Record Totals for Mutual 
Savings Banks 


Gains in deposits, number of depositors and 
assets of mutual savings banks during the 
first six months of the year have brought these 
totals to new record levels in their 129 years 
of operation. 

Deposits increased by $1,046,602,570 to 
$14,378,413,000. Increase of assets amounted 
to $1,140,682,415 for a total of $15,953,333,612. 

The number of depositors increased 404,504 
to 16,725,733. The average passbook balance 
was $860; the average regular account $1,052; 
and average dividend rate on deposits 1.7%. 
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MODEL BILATERAL CONVENTIONS FOR 
THE PREVENTION OF INTERNATION- 
AL DOUBLE TAXATION AND FISCAL 
EVASION 


League of Nations Publication: 1945, II.A.3. 
$1.00. 


86 pp. 


As a result of the work on fiscal problems 
undertaken by the League of Nations since 
1921, a fairly complete network of treaties for 
the avoidance of international double taxation 
and fiscal evasion had been built up in Europe 
before the war. At a regional tax conference 
held in July 1943 in Mexico City the latest 
results of the work of the League experts were 
codified in the form of three coordinated model 
conventions covering the various aspects of in- 
ternational tax relations. These model con- 
ventions, now published by the League of Na- 
tions, are destined to serve as a basis in nego- 
tiations between national tax authorities: 

They proceed from the fundamental concep- 
tion that a balance has to exist between the 
taxing rights of the country where a taxpayer 
resides and of the country where his property 
or the source of his income is situated. The 
model conventions are accompanied by a Com- 
mentary which explains the economic, financial, 
legal, accounting and administrative consider- 
ations that underlie national tax legislation. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


STATEMENT OF CONDITION, JUNE 30, 1945 


RESOURCES 


Cash and Due from Banks . . . . $ 887,308,682.67 
U. S. Government ras direct and fully 

guaranteed . . : . « «+  2,900,026,165.84 
State and Municipal Secucieies a 108,523,241.16 
Other Securities . . . > ae 163,520,939.48 
Loans, Discounts and Rosters’ Acceptances . ~ « «+  1,159,769,380.69 
Accrued Interest Receivable . . ........ 12,288,920.48 
Mortgages . . . ele ee eS 5,181,171.12 
Customers’ Acceptance Liability pie gee eee 2 5,179,307.26 
Stock of Federal Reserve Bank. . ...... 7,050,000.00 
a ee ee ee ee ee 34,571,632.24 
ae ee ce ae ee 3,551,808.26 
eg eg fg SRW | en wh oe ter ae 1,275,868.29 


$5,288,247,117.49 


LIABILITIES 
Capital Funds: 
Capital Stock . . . . . «. ~ $111,000,000.00 
Surplus +o - « « « «  124,000,000.00 
Undivided Peoles . oe ek) eee 57,300,790.39 
$ 292,300,790.39 
Dividend Payable August 1,1945 . . .... . 5,180,000.00 
Reserve for Comtingencies ..... .'+-- 12,080,481.80 
Reserve for Taxes, Interest, etc. . . . . ... 13,576,144.97 
Deposits . . (+e ese co we es ew Ee 
Acceptances Outstanding o «+ « « & 8325,423.24 
Less Amount in Portfolio . . . 2,551,095.58 5,774,327.66 
Liability as Endorser on Acceptances and Foreign 
an Ae os we ee: we a Oe ee 167,622.91 
Ce: °s ¢ «6 x se @” ee ee NS 6,540,405.90 
$5,288,247,117.49 


United States Government and other securities carried at $1,320,747,440.00 are pledged 
to secure U. S. Government War Loan Deposits of $1,120, 367, 649. 78 and other public 
funds and trust deposits, and for other purposes as "required or permitted by law. 
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The Editor's 
Easy Chair 


In which we present pertinent 


observations and information in 


letters received from our readers. 


WILL PENSION PLANS NEED 
AMENDMENT? 


In your July issue of Trusts and Estates, on 
page 26, an article appeared captioned “Pen- 
sion Plans Need Amendments.” That mes- 
sage could be interpreted in an unfortunate 
manner by employers currently contemplating 
pension plans. I refer particularly to the fol- 
lowing quotation: “A high percentage of these 
will need amendments because they will be 
found to be faulty in the post-war period of 
normal profits, normal taxes, and freedom from 
wage stabilization.” 

Frankly, I do not believe that this opinion 
is held by many outstanding pension con- 
sultants; and its effect might be to influence 
employers to postpone the adoption of Pension 
Trusts until the “post-war” era. What em- 
ployer would want to adopt a plan knowing 
that it will be soon found faulty and, there- 
fore, need amendments or revision? 

It will be unfortunate for employees if 
through possible misinformation, corporations 
are influenced to postpone their pension plan- 
ning until the “post-war’’ era. The article 
seems to imply that the major portion of pen- 
sion plans have been adopted without employer 
consideration of his ability to finance the plan 
during the post-war era. My personal ex- 
perience warrants a contradiction of this im- 
plication. 

Furthermore, who can be so presumptuous 
to define future “normal profits’? There are 
many who believe that profits will be larger 
in the post-war era, and the present price 
range of securities would appear to reflect 
this opinion. 

Who can define future “normal taxes”? It 
is generally conceded that the excess profits 
tax will be modified if not eliminated, but why 
should decreased tax rates require an amend- 
ment to a pension plan? 

Who can say when wage stabilization con- 
trols will be entirely eliminated and, if so, 
why should such elimination require an amend- 
ment to a pension plan? 


Apart from the war, we are in a fast-moving 
and rapidly-changing social era and, conse- 
quently, the provisions of a pension plan should 
permit adaptability to the changing require- 
ments of the corporation it serves. Every 
well-designed pension plan provides for amend- 
ments when desirable; however, the provisions 
of practically all well-designed pension plans 
contain sufficient elasticity to function smooth- 
ly, without amendments, because of fluctuating 
profits. 

JOHN E. CLAYTON, 
Pension Consultant 
Newark, N. J. 


PARTY LINE 


That article by Mr. Lipetsker on Russia 
(June issue) was really very illuminating. 
However, I have an idea that there is a dis- 
tinction between party members and non party 
members as to what they can purchase and 
where and at what price. If Mr. Lipetsker 
writes any more it would add if he would ex- 
plain the difference between the rights of a 
party member and of a non party member. 

GUY NEWHALL, 
Attorney at Law 
Lynn, Mass. 


MANAGEMENT WITHOUT CUSTODY 


In the June issue on page 526 we note the 
suggestion that investment management with- 
out custody has objections. We have had this 
type of account since 1936 and have found it 
entirely satisfactory without any tendency on 
the part of the customers to make changes in 
the investment portfolio without consulting or 
advising us promptly. 

The illustration on page 531 (Net Profits of 
Corporations) should be used by the National 
Chamber of Commerce on billboards through- 
out the country. I hope that you or someone 
else can get this situation across to the general 
public as it would do more to protect the pri- 
vate enterprise system than anything else. If 
people are going to think that profits are 30% 
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when they really are 4% it is time that this 
incorrect thinking be explained. 
GEO. MACY WHEELER, 
Vice President & Trust Officer 
First National Bank & Trust Co. 
Bridgeport, Conn. 


GOODS FOR WORTHLESS GOLD 


I want to compliment you on the article 
“Russia’s Private Incomes,” by M. S. Lipetsker, 
in your June issue, as articles of this kind go 
a long way toward creating a spirit of under- 
standing and friendship between this country 
and Russia which is so necessary to permanent 
peace. If we can get over our political sus- 
picion of Russia we should have very cordial 
relations because we like to export goods in 
return for worthless gold which we bury in 
Kentucky, whereas Russia is equally anxious 
to import useful goods in return for worthless 
gold. 

When we export more than we import, we 
give away the labor and raw materials enter- 
ing into the excess, and when we import gold 
in payment of the excess, we pay the miners 
in Russia, the Union of South Africa, or else- 
where, to mine the gold just as surely as 
though we sent them a weekly pay-roll check. 
We are a creditor nation but continue to think 
in terms of a debtor nation. 


E. H. MARTINDALE, 
President, Martindale Electric Co. 
Cleveland, Ohio 


SATISFACTORY SOLUTION 


I was greatly interested in John Kalb’s arti- 
cle in the June issue, particularly as we have 
just formed a Common Trust Fund and feel 
it is going to be a very satisfactory solution 
to the handling of numerous small trusts. 

THOS. B. BUTLER, 
President, Safe Deposit & Trust Co. 
Baltimore, Md. 


SMALL TRUST BUSINESS 


Mr. Enstrom has read with interest the arti- 
cle by John Kalb from the June issue of 
Trusts and Estates. He has passed the article 
along to me. It touches on a most important 
question — that of small trust estate business 
which has been the subject of so much discus- 
sion recently and which will undoubtedly con- 
tinue to attract the attention of all trust men. 
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But what is a good trust prospect is not al- 
ways determined by size of the trust. How- 
ever, that is another story. 


R. H. WEST, 
Vice President, Irving Trust Co. 
New York, N. Y. 


RUSSIAN SYSTEM IN SOUTH 


I was greatly interested in the article by 
Mr. M. S. Lipetsker appearing in your June 
issue. I wonder if it is generally realized that 
there was once a class of workers in this 
country who enjoyed benefits and advantages 
strikingly similar to those available to workers 
in the Soviet Union, as described by Mr. 
Lipetsker, 

This class of American workers, like those 
in Russia, were given free medical services. 


Drugs and medicines were furnished without 


cost. They were taken care of in old age as 
well as during periods of illness. Even food, 
clothing and housing were furnished to them 
without charge. Education, particularly voca- 
tional, was not only free but compulsory. They 
enjoyed social security in its widest sense. 
There was no unemployment among them. 

They existed only in the South before the 
Civil War. They were the slaves. 


New York, N. Y. PHILIP A. MILLER 


USEFUL IN MANY FIELDS 


I read Trusts and Estates with a great deal 
of interest. I want to congratulate you upon 
this splendid publication. It contains very 
valuable material and should be helpful in 
many fields. 


IRVING M. IVES, 
Majority Leader, 
New York State Assembly 
Albany, N. Y. 


HELPFUL DISCUSSION 


It was very kind of you to send me a copy 
of your June issue containing the excellent 
article by M. S. Lipetsker, “Russia’s Private 
Incomes.” I find it is an able and helpful dis- 
cussion of the subject. I will be glad indeed to 
receive other issues of your valuable magazine 
when they contain articles that you think would 
be of assistance in our efforts to solve some 
of the important problems which face us. 

ARTHUR CAPPER, 
U. S. Senator from Kansas 


Washington, D. C. 
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Corporation Reporting pa “Suis Enterprise 


Comments from Correspondents 


ENCOURAGING VENTURE CAPITAL 


I agree with you that the function of cap- 
ital is not generally understood and that it is 
important—particularly with post-war re- 
employment ahead of us—that investment 
and venture capital should be encouraged 
rather than discouraged. Industry has, I 
think, taken a long step forward in improv- 
ing its annual reports so that they are clear- 
er and more readable to the layman. In 
Western Union we try to make the annual 
report informative and interesting, we send 
quarterly reports to stockholders, and we 
have an interview program whereby new 
stockholders are interviewed by company 
representatives. It is undoubtedly true that 
industry can do more along these lines, and 
I think what is needed, fundamentally, is a 
long term effort in the schools and colleges 
to improve the teaching of economics so that 
people will really understand what makes 
the free enterprise system work. 

JOSEPH L. EGAN, 
Vice President, 
The Western Union Telegraph Co. 
New York, N. Y. 


CAPITAL: THE CREATOR 


I am very much interested in your lead 
editorial in the April 1945 issue. It devel- 
ops a theme we have been stressing in the 
interpretations of our research findings and 
what is more, suggests some practical things 
to do about it. 

LE BARON R. FOSTER, 
Editor, Opinion Research Corp. 
New York, N. Y. 


FIFTH FREEDOM 


It has been our feeling for some time that 
the subject of your editorial, “What’s the 
Use of Capital?”, could no longer be ignored 
if our American system of free enterprise 
is to be preserved. You will be interested, 
therefore, in our own approach, ‘‘America’s 
Fifth Freedom is Free Enterprise,” a repro- 
duction of a series of advertisements spon- 
sored by this Company. We feel that you 
are performing a valuable service in encour- 
aging others to join in a crusade to free cap- 
italism from the mystery and stigma with 
which it has been surrounded by those seek- 
ing to destroy the very system which has re- 
sulted in a record of production and a stand- 
ard of living never approached under any 
other system in any part of the world. 


REESE H. TAYLOR, 
President, Union Oil Co. of California 
Los Angeles, Cal. 


CAPITAL AT WORK 


I think your “Private Capital at Work” 
corporate reporting study is an excellent 
thing, and one which will result in material 
benefits in the perpetuation of the American 
economy. You have my good wishes for its 
success, and I shall be glad to see you again 
when you come to Philadelphia. 


G. E. PAYNE, 


System Publicity Representative, 
The Pennsylvania Railroad 


Philadelphia, Pa. 
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CAPITAL’S WAGES 


We agree with the policy expressed in 
your letter and the brief which was attached 
entitled, ““What’s the Use of Capital?” We 
believe that in the past few years industry is 
becoming aware of their responsibility in 
“Reporting for the Stewardship of Capital.” 
It is quite important that more attention be 
directed to familiarizing the general public 
and rank and file as to the important func- 
tion of capital in developing a business 
which in producing a product or service pro- 
vides labor with its wages. Likewise, capi- 
tal should be recognized as being entitled to 
its wages. 

R. G. LOCHIEL, 
Treasurer, Pennsylvania-Central 
Airlines Corp. 
Washington, D. C. 


INTERESTING USE OF CAPITAL 


I am most happy to enclose under separate 
cover a series of our recent advertising 
which we have been running during this 
past year. We have received considerable 
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favorable comment in regard to same, and 
thank you for your inquiry. I have enjoyed 
reading the editorial in your March issue 
(entitled ““What’s the Use of Capital?’’) and 
found it extremely interesting. Likewise, 
there were several articles in the magazine 
which were of interest... 


I. C. BOLTON, 
Treasurer, The Warner & Swasey Co. 
Cleveland, Ohio 


Salesmanship or Government 


Banking 


“We need more sales managers and sales- 
manship in banks. Our biggest problems are 
not in quality of assets, or regulation, or in 
management. The greatest threat to chartered 
banking is Government banking, and the only 
effective way to meet that threat is to do a 
better selling and servicing job than the Gov- 
ernment agencies. 


“We can’t stop the trend toward Govern- 
ment banking by simply opposing legislation 
in Washington. 


“Today the banks of the nation have 18% 
of their deposits invested in loans and 60% 
in Government bonds. If we are to avoid the 
charge of being cold storage plants for the 
public’s funds and mere coupon clippers, we 
must see that more of our deposits are use- 
fully employed in meeting the credit needs of 
business and individuals. Bankers must get 
out and visit with their customers and pros- 
pects, find out what their credit needs are, and 
see that the banks meet them. 


“Banks are missing a great opportunity to 
expand their usefulness if they are not ag- 
gressively selling checking and savings ac- 
counts and other helpful banking services to 
millions of people who have never used the 
banks before. 


“We face a great challenge in the years 
ahead, because when the American people do 
not get from our free enterprise system 
what they think they want, we can be very 
sure the Government will find a way to meet 
their demands. A sales and public relations 
program must become a definite and fixed func- 
tion in banking. The future success and sur- 
vival of our chartered banking system depends 
upon how successfully we use this function of 
salesmanship in the years ahead.” 


—William H. Neal, vice-president, Wachovia 
Bank & Trust Co. of Winston-Salem, N. 
C., and chairman, A. B. A. Public Rela- 
tions Council, in address to annual meet- 
ing of District of Columbia Bankers Assn. 





PRIVATE ESTATES IN RUSSIA 


Ownership and Transfer of Personal 
Property in the U. S. S. R. 


By M. S. LIPETSKER 


Of Faculty of the Academy of Sciences, Institute of Law, Moscow 


In the June issue, M. Lipetsker described the various sources of the 
Soviet citizen’s income, the extensive incentive and bonus payments, the 
division of profits in collective farms, and the various government grants 


and aids. 


This article, also written especially for Trusts and Estates, 


outlines the ways by which the Soviet encourages savings, acquisition of 
homes and personal property, and the privileges of transferring or be- 


queathing private property. 


tion has been published in America. 


It is the first time that much of this informa- 


We are indebted to M. Lipetsker 


for his excellent presentation and contribution to better understanding 
of many economic kinships between our countries.—Editor’s Note. 


NE of the most important tasks con- 

fronting the Soviet Government is that 
of improving the well-being and the general 
living standards of citizens of the U.S.S.R. 
To this end the state in every way encour- 
ages increases in the personal property 
owned by its citizens. It helps people ac- 
quire personal property, guarantees freedom 
of ownership and disposal of personal prop- 
erty and ensures its inviolability. 

The quantity of personal property owned 
by a citizen of the Soviet Union or the 
amount of his savings is not limited by law. 
Every citizen has the right to own any 
amount.of property that he has succeeded 
in earning; some Soviet citizens have pri- 
vate savings amounting to several hundred 
thousand rubles. In 1942 and 1943 when 
there was a voluntary collection of funds 
for the Red Army throughout the country, 
between 1,500 and 2,000 people donated 50,- 
000, 100,000 and even 200,000 rubles from 
their savings. An ordinary collective farm- 
er, a bee-keeper, donated 100,000 rubles to 
the Red Army fund in 1942 and a year later 
purchased a fighter aircraft with full equip- 
ment and presented it to one of the most 
prominent air force units. 

Soviet legislation reserves to the state the 
right to monopoly ownership of a number 
of items. Amongst them are land, deposits 
of minerals, forests and water, defense in- 
stallations, railways, factories (excluding 
workshops in which the owner and members 
of his family work and no wage earners are 
employed), foreign trade, banks, insurance, 
ete. These are all items which, according 


to Soviet law, may not be the personal prop- 
erty of any individual citizen. 

Furthermore Soviet law forbids citizens 
to engage in speculation or in any activity 
connected with the exploitation of the labor 
of others. 


Encourage Personal Possessions 


HE most widespread forms of personal 
property owned by Soviet citizens are: 
money, bonds for the state internal loans, 
and those articles which are necessary to 
satisfy the material and cultural needs of 


their owner. The most valuable items of 
property owned by individuals in the Soviet 
Union are living houses, automobiles, jewel- 
ry, works of art, etc. 

The Soviet state is interested in its citi- 
zens acquiring personal property, especially 
in the form of dwelling houses. To promote 
the building of houses by individuals, a 
parcel of land for the building of a house is 
made available free of all charge. The local 
authorities are bound by law to supply peo- 
ple building their own houses with all neces- 
sary building materials at advantageous 
state prices. The industrial concerns or the 
collective farms in which the builders are 
working are bound to assist by supplying 
transport, technical consultations, and, 
where necessary, additional labor. The cen- 
tral municipal bank of the U.S.S.R. and 
local municipal banks have the right to loan 
money to people building their own houses 
for a period of seven years at an interest 
of 2% per annum. 





Before the war measures were also adopt- 
ed to assist Soviet citizens to acquire their 
own automobiles. The biggest automobile 
plants made agreements with individual 
citizens by which they were able to purchase 
an automobile by the payment of small in- 
stalments over a period of one and a half to 
two years. Automobiles sold on these agree- 
ments were about 3% to 5% below the nor- 
mal market price. In wartime the sale of 
automobiles to individuals on long term 
agreements has, of course, been temporarily 
suspended. 


Privately Owned Livestock 


N the same way the state is interested in 

every collective farmer owning his own 
cattle. The state does everything to en- 
courage the collective farmers to acquire 
their own cows, sheep, pigs, etc., granting 
them reduced taxes and other ameliorations. 
Collective and state farms and organiza- 
tions trading in cattle have been ordered to 
sell cattle to collective farmers at reduced 
rates and on an instalment basis. Today it 
is very important to supply cows to those 
collective farmers who were ruined as a re- 
sult of the German occupation. During the 
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five years from 1933 to 1937 collective farm- 
ers acquired the following cattle at reduced 
prices: about six million cows, over seven- 
teen and a half million pigs and five and a 
half million sheep. 

The model rules for the collective farms 
place a limit on the number of head of cat- 
tle that a collective farmer may own. This 
is due to a desire on the part of the farms 
to make the collectively owned farm the 
chief source of the collective farmer’s in- 
come. The number of cattle that a collec- 
tive farmer may own varies with different 
regions of the country, from 1 cow, 2 calves, 
one sow and her progeny and 10 sheep or 
goats in the purely agricultural regions to 
10 cows, an unlimited number of calves, 150 
sheep or goats, ten horses and 8 camels in 
the regions of Kazakhstan, Eastern Siberia, 
etc., where nomad animal husbandry pre- 
dominates. 


Aid and Protection to Savings 


HE Soviet state not only encourages its 

_ citizens to acquire valuable property but 
also to save their money, especially their 
deposits in savings and other banks. A 
number of very important privileges are en- 
joyed by depositors. Firstly, current ac- 
counts have no specific limits nor are there 
any restrictions on the operations which the 
depositor may engage in with the money to 
his current account. j 

Secondly, an interest of 3% per annum is 
paid on current accounts. 

Thirdly, income from current accounts is 
free of all taxation. ; 

Fourthly, the law does not permit the 
amount in current accounts to be divulged. 
Savings and other bank employees are liable 
to indictment under the criminal code for 
divulgence of the state of the current ac- 
counts of their clients. The only state body 
that has the right to demand information on 
the state of a current account is the criminal 
court. 

Fifthly, money held in the banks may 
not be confiscated to pay taxes, administra- 
tive fines, moneys due by court decisions, 
etc. The funds deposited in a bank may 
only be confiscated for the satisfaction of 
claims arising out of a crime committed by 
the depositors. 


Inheritance Privileges 


IXTHLY, a simple system of inheritance 
S of bank accounts is laid down by the 
law. Money deposited in a bank may be left 
to any person by will whereas all other 





property may only be bequeathed to certain 
persons (see below). Wills bequeathing 
bank accounts do not require the signature 
of a notary but may take the form of a sim- 
ple written instruction to the bank. 


The result of these measures is that the 
total sum deposited in savings banks grew 
from 1,000 million rubles in 1933 to 4,500 
million rubles in 1939. There is no doubt 
that the general rise in the standard of liv- 
ing of the people of the U.S.S.R. also served 
to increase the amount of the deposits. 

Soviet legislation gives every citizen com- 
plete freedom in disposing of his property. 
A person may sell, present, loan, lease or 
pledge his property in any quantity or in 
any form. Only those property transactions 
are forbidden which lead to the exploitation 
of the labor of others and the acquisition of 
income by means of speculation. 


In the event of the death of a Soviet citi- 
zen his property is inherited by his heirs. 
Not only the things actually belonging to the 
deceased are inherited but also his property 
rights (with the exception of those rights 
that are purely personal such as pensions or 
alimonies). Together with the property the 
debts of the bequeather are also inherited, 
but the sum total of the debts must not ex- 
ceed the value of the property inherited. 
The amount of property that may be in- 
herited is unlimited. 


Who May Inherit? 


PECIAL death duties were formerly lev- 

ied on property bequeathed but in 1942 
this tax was removed. On the fourteenth 
day of March, 1945, the Presidium of the 
Supreme Soviet of the U.S.S.R. issued a de- 
cree on “Heirs by law and by will.” The 
decree states that according to the laws of 
the country heirs may be the children (in- 
cluding adopted children), the husband or 
wife and the parents of the deceased if they 
are incapacitated or any other persons who 
are infirm and unable to work and who were 
dependents of the deceased for at least one 
year prior to his death. 

Should any of the children of the deceased 
die before the inheritance becomes due it 
goes to his children (the grandchildren of 
the deceased) and in the case of their death 
to their children (the great-grandchildren 
of the deceased). In the event of the de- 
ceased having none of the above relatives or 
in the event of their refusing the inherit- 
ance, the property will go to able-bodied par- 
ents or, if they are dead, to his brothers and 
sisters. 
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The bequeathing of any property (except 
current bank accounts) must be made in 
written form and witnessed by anotary. As 
an exception to the general rule soldier’s 
wills in wartime may be witnessed by the 
commander of the man’s unit or by the of- 
ficer commanding a hospital. 


Every citizen may bequeath his property 
to any one or all of the above mentioned 
relatives or to any state or public organiza- 
tion. The bequeather, however, may not de- 
prive his children and others incapable of 
supporting themselves of the part of the in- 
heritance which is theirs by law. In the 
event of there being no legal heirs, property 
may be bequeathed to any other person. 


————0 


Charles, S. Garland, partner of the Baltimore 
investment banking firm of Alex. Brown & 
Sons and a director and member of the execu- 
tive committee of the Empire Trust Co. of New 
York, has been selected as next president of 
the Investment Bankers Association of Amer- 
ica to succeed John C. Folger. 
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THE BRITISH ELECTIONS 


HE resounding majority rolled up by 

the British Labor Party has come as a 
surprise to practically all observers. Pro- 
found repercussions in the economic and 
political spheres are expected to follow this 
latest British development. The party is 
pledged to a program which involves the na- 
tionalization of the Bank of England, the 
coal mines, public utilities and the iron and 
steel industries. As these industries are 
basic to the entire British economy, their 
ownership by government will take Great 
Britain far on the socialistic road. In fact, 
spokesmen for the British Labor Party have 
frankly admitted that their goal is socialism 
and that now they will have an opportunity 
—more emphatically, a mandate—to carry 
out their objective. Great Britain seems 
headed for a position on the economic spec- 
trum somewhere between the state socialism 
of Russia and the capitalism of the United 
States. 

The rapidity with which the proposed so- 
cialization will take place is not yet certain. 
The Labor Party extremists desire imme- 
diate action but apparently are not in con- 
trol of the party. It seems more probable 
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that changes will be made gradually; when 
major parties take office in a country like 
England, they tend to move slowly when it 
comes to breaking sharply with the past. 

But in time, it seems certain that signifi- 
cant changes will be made in the economic 
structure of Great Britain and in the role 
played by the Government. Whether it will 
be possible for the English to socialize the 
industries named without going farther re- 
mains to be seen. But even if it is possible 
to limit these measures, the Government will 
be in a position to control practically every 
other industry because of the key position 
of banking, steel, coal and electric power. 

The trend toward the “left” in Europe 
has been encouraged, and in this country, 
too, there will undoubtedly be repercussions. 
Leftist groups and so-called “liberals” have 
been given great comfort. Politicians who 
have been sitting on the fence have felt a 
gentle shove toward the left side of that 
fence. Already Senators Wagner and Mur- 
ray have cited the British election results as 
furnishing proof that their “full employ- 
ment” bill must be enacted. 

The United States remains the last major 
stronghold of liberal capitalism. But there 
is a great yearning for security, a funda- 
mental yearning which is at the bottom of 
the world-wide shifts of recent years. The 
unemployment of the ’30’s left a deep scar 
in the hearts and minds of the large middle 
class as well as of the working men, and has 
encouraged the adoption of schemes sold as 
preventatives of a repetition of this unfor- 
tunate experience. 

The decision as to which road we will take 
here will depend to a large extent upon our 
success and speed in converting to peace- 
time production and in solving the problem 
of unemployment which inevitably will arise 
out of war production cutbacks. The key to 
this reconversion will be conditioned in part 
by government policy, and by recognition of 
the importance of profits in our type of econ- 
omy. If we insist upon rigid price policy 
for the new goods that will be produced 
while permitting wages and other costs to 
rise, reconversion will be slowed up, produc- 
tion will be held down, and unemployment 
will increase. The existence of this unem- 
ployment will then be used as an excuse for 
adopting policies built around further gov- 
ernment intervention in business. The fault 
will not be with the profit system; it will 
rest largely on the failure to let that profit 
system work. Therein lies the great danger. 





THE MODERN CORPORATE REPORT 


Presenting the Story of Private Enterprise at Work— 
The Tools, The Products, The Benefits 


PAUL J. GRABER, American Institute of Accountants 
and CHRISTIAN C. LUHNOW, Trusts and Estates 


HE annual corporate report has pro- 

gressed a long way from a simple, terse 
and sometimes confusing document designed 
to give to the manager-owners a summary 
of the corporation’s condition and results 
written in “dollar” terms. As the size and 
complexity of the corporate organization 
grew and management tended to be divorced 
from ownership, the interests of employees, 
consumers, and the public at large demanded 
and received recognition. This recognition 
is reflected in the enlarged reports which 
attempt to explain by means of text, pic- 
tures, and graphic interpretations the corpo- 
rate story formerly revealed only in the cold 
figures of the financial statements. These 
“modern” reports serve a dual purpose. Not 
only do they present to their readers the re- 
port of a corporate enterprise, but they tell 
also the story of a highly integrated eco- 
nomic society and of the place in that so- 
ciety of private enterprise. 

A study of even a few of the recent re- 
ports of large corporations will demonstrate 
the emphasis given this broader economic 
interpretation and explanation of corporate 
financial data. To find the manner of pre- 
senting this story of private enterprise, the 
current annual reports of some 30 of the 
largest corporations were reviewed. In this 
review, the audited balance sheets and state- 
ments of income and surplus were not con- 
sidered. These are, of course, basic and 
standard requirements. 


The 3-Point Appraisal 


T is the way in which these facts are 

further presented and explained that is 
of interest. The president’s, or board of 
directors’, message, the illustrations, the 
charts, graphs and pictograms, and the tab- 
les of financial and other data were inspect- 
ed to determine their role in the corporate 
story. 

Financial statements, even in more detail 
than required by law or regulation, cannot 
show the whole picture—present or prospec- 
tive. They are, more importantly, not too 


intelligible to the majority, at least by num- 
ber, of even the stockholders of the modern 
large corporation. The “single-step” state- 
ment and the “short form” are steps in the 
direction of clarity for the non-technical 
reader, the press and others who use these 
reports. But the dynamics of productivity 
and the human side of corporate life require 
other forms than the dollar sign. 

Annual reporting necessarily assumes an 
arbitrary period of accountancy; corpora- 
tions do not liquidate each year. ‘Their 
function should be expressed as a moving 
picture, not a still-life photograph. Nor 
does the financial valuation of sales and as- 
sets, costs and liabilities lend itself to 
proper evaluation of the benefits of private 
enterprise. The purpose of acquiring tools 
and making products or providing services 
is—in a free country—reasonable profits. 
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Without this the tools cannot be had or the 
job must be taken over by the state. 


Perhaps a new style of reporting is need- 
ed. Certainly there is logic and continuity 
in presenting the story of American busi- 
ness as a process of obtaining benefits. 
Therefore, the analysis that follows is made 
on the basis of: 


. The tools with which management and 
labor work 

. The products made with the tools 

. The benefits of the enterprise—and 
who gets them. 


THE TOOLS 
(What the Investor Provided) 


HE Plant: The tools of a corporate en- 
terprise are those things necessary for 
its operation—its plant, equipment, and 
other financial assets, its research programs, 
its labor-management relations, its organi- 
zation. It is difficult if not impossible to 
present a story of the tools of an enterprise 
wholly in terms of balance sheet figures. 
How can a general reader grasp the signifi- 
cance or understand the nature and magni- 
tude of “Plant . . . $70,000,000.00” ? 
Thirteen corporations told this story in 
pictures. The plant, or plant components, 
were shown in photographs or drawings 
such as those used by American Optical and 
Continental Oil. Seven reports suggested 
the size of the corporate plant by maps il- 
lustrating the territories served or the loca- 
tion of plant units. This means may be 
most adaptable for use by a railroad or util- 
ity (Chicago and North Western, Columbia 
Gas and Electric) but it may also be used by 
other businesses (American Home Products, 
Dominion Stores). Practically all of the re- 





FUNDING CORPORATION 


SS = 
THE NEW YORK 


UNFORESEEN 16 
NEED” NEW YORK 


TRUSTS and ESTATES—Awsust 1945 


ports reviewed made some textual mention 
of the plant assets and at least three, like 
American Steel Foundries, listed the loca- 
tion of the plants to give a suggestion of 
their diversity. The growth and expansion 
of the corporate plant were reported by tab- 
les or graphs in thirteen reports. These stor- 
ies told not only the growth in dollar invest- 
ment, but also.space (Allis Chalmers), ca- 
pacity (American Gas and Electric) and 
number (phones—American Telephone and 
Telegraph; stores—Dominion Stores). 
Other Tools: Of other tools, research re- 
ceived the greatest attention with at least 
two-thirds of the reports making some men- 
tion of improvements, expenditures, etc. 
Eight companies suggested research and 
scientific investigation by means of photo- 
graphs of laboratories, testing equipment, 


etc. Four companies made reference to 
labor management relations; one (American 
Home Products) photographically reporting 
management in action. Three reports gave 
explanation of the corporate organization or 
of its activities. Bendix Aviation displayed 
and explained its organization chart. Bor- 
den used a pictogram to tell “How the Bor- 
den Company Works.” 


The Du Pont report used still another 
means of explaining the importance of the 
company’s tools. In its 20-year financial 
and operating record, the company in addi- 
tion to reporting the amount of operative 
investment also told of the amount of that 
investment per employee. In an evaluation 
of labor’s share in private enterprise, the 
story that this average varied from $7,054 
in 1925 to $10,519 in 1932, $8,203 in 1937, 
and $10,202 in 1944 is significant. 


THE PRODUCTS 


(What Management and Labor made 
with the Tools) 


HE second chapter in the story of pri- 
vate enterprise may well be captioned 
the “work” of the corporation. What did it 





de with the tools at its disposal? What was 
produced ; how was it made; how much was 
made and sold and to whom? 


While the nature of the corporate prod- 
ucts is usually revealed, more than half of 
the reports reviewed used photographs to 
picture the company products and fifteen 
contained specific textual references to, or 
lists of, the items produced. At least six of 
the companies (including Blaw-Knox and 
Cities Service) used advertising copy and 
illustration to provide this story. Bendix 
Aviation used photographs combined with 
drawings to present an explanation of the 
operation and use of new products devel- 
oped. 


The story of how the company’s products 
are made and of their users may be told in 
various ways. Most reports, with pictures, 
maps, lists, text, or charts suggested the 
romance and the scope of the company’s 
work. Photographs served the dual purpose 
of revealing the nature of the company’s 
tools and of showing the manner of their 
operation. Business processes from idea to 
product were displayed in pictograms illus- 
trating the steps in product development 
(American Home Products) and charts used 
to identify customer groups (American Gas 
and Electric, Cudahy Packing). Informa- 
tion about the company’s customers may be 
given in other ways; by maps showing their 
location (Detroit Edison); by pictures 
(American Optical) ; and by tables showing 
various shares of the company’s market 
(American Rolling Mill). 


All of the reports made some reference to 
the volume of the corporate product. In 
twenty-four of the reports reviewed, this 
reference took the form of charts or tables 
which displayed the growth in the quantity 
of product produced or in the revenues re- 
ceived from the products sold. Although 
inventory changes may prevent these two 
histories of a single company from being 
ever exactly the same, either or both may 
reveal much of the story of the expansion 
or contraction of the company’s production. 
Only six of the reports using charts or 
tables reported less than five-year’s results, 
seven used ten-year data, and one (Ameri- 
can Telephone and Telegraph) reported its 
sales history from 1900. 


And how may the company’s production 
be compared to that of its capacity or to the 
production of another enterprise or an in- 
dustry? Three reports used charts to show 
the increase of the company’s product meas- 
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ured in relation to the growth of the indus- 
try’s production (American Rolling Mill for 
Rustless Stainless Steel), indexes of indus- 
trial production (Caterpillar Tractor), and 
with indexes of industrial production and 
industry revenues (Consolidated Edison). 


THE BENEFITS 


(Resulting from Company’s Use of 
Men and Machines) 


‘HE third and most important chapter 
of a corporate story is that devoted to 
a review and explanation of the benefits ac- 
cruing from the operation of the enterprise 
and the denouement of their disposition. 
The nation and the community, the consum- 
ers, the suppliers of materials or services 
used, the ‘management, the employees, and 
the investor all benefit from the enterprise 
and the manner and extent of their benefits 
may be variously explained. 

To the Nation: At war, the enterprise 
may become a rich source of the materiel of 
war. Half of the reports studied made par- 
ticular mention of corporate production of 
war items, of research on war products, and 
of managerial personnel released to assist in 
organizing or operating governmental war 
agencies. Other benefits to the nation were 
not as conspicuously identified. Thirteen 
reports indicated by charts or tables the in- 
creasing amounts of tax revenues provided 
the government for its war and other needs. 
Five corporations reported the tax revenue 
provided by each share of stock, and one 
company (Chesapeake and Ohio) revealed 
the amount provided per employee, per dol- 
lar of sales revenue, and per share. Creole 
Petroleum graphically illustrated the rela- 
tive. shares of domestic and foreign benefits 


he 
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accruing from the company’s expenditures. 

Local and Consumer Advantages: The re- 
ports reviewed ordinarily did not emphasize 
the broad community, consumer, and sup- 
plier benefits from the corporate operations 
although two companies (American Tele- 
phone and Telegraph, Dominion Stores) re- 
ported the granting of research fellowships, 
Bendix Aviation and Blaw-Knox made refer- 
ence to the work of their sub-contractors, 
and Borden implied the benefits accruing 
from a six-year history of the reduction in 
the profifs-to-sales ratio. 

The benefits to management also were not 
emphasized. Six companies reported the 
reward of management permitted under 
stock option, bonus, or other incentive plans. 
Of three companies reporting the salaries 
paid management, one (Crown Zellerbach) 
gave the eight-year history of managerial 
compensation. 

Employee Benefits: There is a variety of 
benefits to workers from a private corporate 
enterprise. They receive wages and various 
types of bonus; their working conditions 
may be scientifically modern; they may re- 
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ceive the tangible benefits from retirement 
plans, hospital and medical insurance, re- 
creational programs, etc., and the intangible 
gains accruing from training programs, ser- 
vice recognition, etc. The modern corporate 
report on these themes is an extremely in- 
teresting and significant story. 


But how many persons are involved and 
what do they receive? Fourteen corpora- 
tions reported the number of their employ- 
ees by use of charts, text or tables. Not only 
was the average number employed during 
the year reported, but when charts and tab- 
les were displayed, an employment history 
of many years could be told. (Du Pont—20 
years, Caterpillar Tractor—17 years). Four 
companies gave a history of an average 
wage or displayed the relative change in 
such a wage measured by graphic indices. 
Seven reports gave a story of the total 
wages paid employees. 

All of the corporate reports reviewed 
made some reference to the other-than- 
wages benefits afforded employees, and in a 
great majority of the reports, these benefits 
were emphasized by detailed text or photog- 
raphic references. The story of sanitary 
wash rooms, safe working conditions, first 
aid facilities, long-service recognition, labor- 
management committees, etc. is most im- 
pressively told in photographs while that of 
the benefits of guaranteed wages, training 
programs, suggestion award plans, bonus, 
option, and incentive plans, retirement pro- 
grams, and the reemployment of returning 
veterans may best be told in text or graphi- 
cally as “How Our Insurance Plan Benefits 
Workers” (American Home Products). 


To the Owners: As the annual report has 
long been addressed to the investor owner, 
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it is usually assumed that his story is fully 
told. But who is the owner? Where does 
he live? What is his share of the benefits 
of the corporate enterprise? 

Thirteen companies directed attention to 
tne number of their owners; some indicat- 
ing only the number of the present investors 
and others (American Telephone and Tele- 
graph, Caterpillar Tractor, et al.) reporting 
the growth of ownership during many years. 
Six reports told other stories of the corpo- 
rate owners; where they lived (Detroit Edi- 
son); who they were (Dominion Stores) ; 
and how the ownership of the corporate 
shares was distributed in relation to the 
number of shares owned by each investor 
(American Home Products). 

The majority of the reports gave more 
than a single reference to the important in- 
vestor story of earnings per share and divi- 
dends per share. By means of charts and 
tables these reviews of earning profitability 
and dividend return were reported in his- 
torical perspective to tell the investor of 
the varied pattern of corporate profits and 
investor return. Most of the charted his- 
tories were written for less than ten years, 
but others reported more representative pe- 
riods and one (Chesapeake and Ohio) dis- 
played a dividend record extending back to 
1899. 
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The Income Dollar—Whence and Where 


IRECTED usually to investors but of 

equal interest to others interpreting 
the corporate story are other features of a 
modern report—the explanation of the dis- 
tribution of the sale or revenue dollar or of 
the year’s income, the comparative financial 
statements, the “high-lighted” summary of 
operations and the company’s outlook, its 
prospect, for the future. 


Of the corporate reports reviewed,. six- 
teen told with pie charts or other graphic 
presentation the relative distribution of the 
company’s income (American Optical, 
Columbia Gas and Electric, et al.) and sev- 
enteen displayed in comparative form the 
company’s statement of income, its balance 
sheet, or both. Such statements weave the 
corporation’s current story into those of 
other years and are of particular interest 
when this integrated history tells of periods 
of general prosperity and depression. (Cat- 
erpillar Tractor reports the period 1930- 
1944). This is an effective way of showing 
the need for reserves, that this is a profit- 
and-loss economy. 


Ten companies (Allegheny Ludlum Steel, 
Aviation Corporation, et al.) used brief 
summary statements to highlight their re- 
ports and to provide, in a sense, a preface 
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and index to their corporate story. To that 
story, fourteen companies (Allis-Chalmers, 
American Rolling Mill, et al.) added what is, 
in effect, a postscript and a considered pre- 
view of the corporate stories to come. 


A Matter of Good Relations 


ROM a review of even this sample of 

current modern corporate reports it is 
possible to identify their characteristics. 
The picture of the corporate enterprise, its 
work, its results, and its relations with its 
public, its employees, its owners, in a com- 
plex economic society is painted in bold col- 
ors and with detail or suggestion as may be 
appropriate to its broad theme. 

Specifically, the modern report reflects the 
humanization of the corporate story told in 
financial statements, the explanation and 
visualization of concepts and relationships 
not adequately expressed in money terms, 
and the lengthening and widening of per- 
spective to focus properly the results of a 
single arbitrary year upon a background of 
a continuous corporate history. 

And to borrow a feature of the modern 
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report, the “outlook” for the corporate story 
suggests that in the years to come these 
trends will continue and that better and per- 
haps newer reporting techniques will in- 
crease the usefulness and significance of re- 
ports in explaining the tools, the products, 
and the benefits of the corporate enterprise. 


A number of other corporations have is- 
sued excellent reports and these will be 
commented on in a subsequent survey. In 
the above study it may appear that the 
gamut of corporate emotion runs only from 
A to E, but the intensive research required 
forced some present limit. Important and 
attractive features of several score more 
companies will be reported later, from the 
standpoint of both professional investor and 
general readership interest. Hditor’s Note 

0 
Company Publications 


The National Industrial Information Com- 
mittee believes the number of company maga- 
zines (house organs) doubled from January 
1942 to July 1944, and estimates that the 3000 
publications surveyed have a readership of be- 
tween thirty and forty million ...a number 
one tool in public relations programs. 


Corporate Reports Improve 


SURVEY OF 
STOCKHOLDER 
ANNUAL 
REPORTS 


(BY CLASSIFICATIONS) 


Further progress in 
corporation reporting, 
despite wartime _ re- 
strictions, is revealed in 
the survey of stock- 
holder annual reports 
for 1944, recently com- 
pleted by Weston 
Smith, business editor 
of “Financial World.” 

Of over 2,500 corpora- 
tion reports submitted 
1,250 qualified for the 
initial judging. 372 re- 
ports, or 30 per cent, 
are rated as “modern,” 
while 457 reports, or 37 
per cent, are classified 
as “improved.” The 
comparative per- 
centages in last year’s 
survey of 1,000 annual 
reports for 1943 were 
25 per cent “modern,” 
and 36 per cent “im- 
proved.” 

Mr. Smith announced 
that the annual reports 


GRAPHIC BY PICK-S, a.¢. 


of over 100 corporations made enough improvement in the past year to achieve a top rating. 
These, with 260 other reports, will be judged by the independent board of experts for the “best” 
in each of fifty industries, and the first and second best in all industry; the findings to be an- 


nounced in September. 
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‘COMMON TRUST FUND LIMIT RAISED 


Federal Reserve Board Also Revises Advertising Rules 


HE limitation on investment in com- 

mon trust funds has been increased 
from $25,000 to $50,000* by action of the 
Federal Reserve Board, effective September 
1. The’Board also has prohibited the ad- 
vertising or publication of earnings and as- 
set values of such funds. Other amendments 
clarify questions relating to valuation and 
aggregate maximum participation in more 
than one fund. 


The following text of Regulation F, Sec- 
tion 17, indicates the changes made. Mate- 
rial in italics has been added, that in brack- 
ets has been deleted. 


The third paragraph of subsection (a) is 
amended to read as follows: 


The purpose of this section is to permit 
the use of common trust funds, as defined in 
section 169 of the Internal Revenue Code, 
for the investment of funds held for true 
fiduciary purposes; and the operation of 
such common trust funds as investment 
trusts for other than strictly fiduciary pur- 
poses is hereby prohibited. No bank admin- 
istering a common trust fund shall issue any 
document evidencing a direct or indirect 
interest in such common trust fund in any 
form which purports to be negotiable or 
assignable. The trust investment commit- 
tee of a bank operating a common trust 
fund shall not permit any funds of any 
trust to be invested in a common trust fund 
if it has reason to believe that such trust 
was not created or not being used for bona 
fide fiduciary purposes. A bank administer- 
ing a common trust fund shall not, in so- 
liciting business or otherwise, publish or 
make representations which are inconsistent 
with this paragraph or the other provisions 
of this regulation and, subject to the ap- 
plicable requirements of the laws of any 
State, shall not advertise or publicize the 
earnings realized on any common trust 
fund or the value of the assets thereof. 


The second paragraph of subsection (c) 
(3) is amended to read as follows: 


The bank shall, without charge, send a 
copy of the latest report of such audit an- 
nually to each person to whom [an] a reg- 
ular periodic accounting of the trusts parti- 
cipating in the common trust fund ordinari- 
ly would be rendered or shall send advice to 


*The benefit of this change will not be available in 
those states whose statutes specifically limit participa- 
tion to $25,000. Amendments thereto will be necessary. 


each such person annually that the report 
is available and that a copy will be fur- 
nished without charge upon request. Ex- 
cept as may be required by the applicable 
laws of any State, the bank shall not pub- 
lish or authorize the publication of any such 
report or the information contained therein 
and each copy furnished to any person as 
herein provided must bear a statement to 
the effect that the publication of such copy 
or the information contained therein is un- 
authorized. 


Subsection (c) (4) is amended to read as 
fol!ows: 

(4) Value of assets to be determined 
periodically.—Not less frequently than once 
during each period of three months the trust 
investment committee of a bank administer- 
ing a common trust fund shall determine 
the value of the assets in the common trust 
fund as of the dates which the plan provides 
for the valuation of assets. No participation 
shall be adm'tted to or withdrawn from the 
common trust fund except (1) on the basis 
of such valuation and (2) as of such a valu- 
ation date [and on the date of the determ- 
ination of such valuation or, if permitted 
by the Plan, within two business days sub- 
sequent to the date of such determination. ] 
A reasonable period, not to exceed seven 
days, following each valuation date may be 
used to make the computations necessary to 
determine the value of the fund and of the 
participations therein. No participation 
shall be admitted to or withdrawn from the 
common trust fund unless a written request 
for, or notice of, intention of taking such 
action shall have been entered in the rec- 
ords of the bank and approved by the trust 
investment committee, on or before the val- 
uation date. No such request or notice may 
be canceled or countermanded after the val- 
uation date, [in accordance with provisions 
of the Plan, prior to the date of the de- 
termination of such valuation, notice of in- 
tention to participate or to make such with- 
drawal shall have been given in writing to 
the bank administering the common trust 
fund, or a written notation of the contem- 
plated participation or withdrawal shall 
have been made in the records of the bank.] 

The first paragraph of subsection (c) 
(5) is amended to read as follows: 

(5) Miscellaneous limitations—No funds 
of any trust shall be invested in a partici- 
pation in a common trust fund if such in- 
vestment would result in such trust having 
{an interest] invested in the aggregate in 
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the common trust fund an amount in excess 
of 10% of the value of the assets of the 
common trust fund at the time of invest- 
ment, as determined by the trust investment 
committee, or the sum of $50,000, [$25,000] 
whichever is less [at the time of invest- 
ment.] If the bank administers more than 
one common trust fund under this subsec- 
tion, no investment shall be made which 
would cause any one trust to have invest- 
ed in the aggregate in all such common trust 
funds an amount in excess of the sum of 
$50,000; [the aggregate investment of funds 
of any one trust in all such common trust 
funds to exceed such limitation.] and, if 
the bank administers funds under both sub- 
sections (c) and (d) of this section, no in- 
vestment shall be made which would cause 
any one trust to have invested in the ag- 
gregate in all such funds an amount in ex- 
cess of the sum of $50,000. In applying the 
limitations contained in this paragraph, if 
two or more trusts are created by the same 
settlor or settlors and as much as one-half 
of the income or principal or both of each 
trust is payable or applicable to the use 
of the same person or persons, such trusts 
shall be considered as one. 


Subsection (d) referred to in the preced- 
ing paragraph deals with mortgage invest- 
ment funds. Amendments are made to the 
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first paragraph of (d) (4) similar to those 
made to (c) (4) relating to valuation and 
notice of participation or withdrawal. 
Changes in (d) (5) give effect to the re- 
vision in (c) (5) as to maximum aggregate 
participation in more than one common 
fund. 
0 


Two Common Trust Funds Added 


Since publication of the report in our July 
issue (page 26) the establishment of two com- 
mon trust funds has come to our attention. 
One is at Tradesmen’s National Bank & Trust 
Company of Philadelphia and the other at 
Safe Deposit and Trust Company of Baltimore, 
both being discretionary funds. This brings 
the total of banks operating common trust 
funds to 35 and the number of funds 41. (Last 
month’s report gave the figures 34 and 40, 
but we have since been advised that one of the 
institutions included in that calculation does 
not maintain a common trust fund but rather 
a mortgage pool for collective investment of 
individual funds.) 


ee 


Nashville, Tenn.—E. J. Walsh, vice pres- 
ident and trust officer of the THIRD NATION- 
AL BANK, was elected state vice president of 
the Trust Division of the A. B. A. 
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PROTECTION FOR MODEST 
ESTATES 


How the Common Trust Fund Extends 
Advantages of Investment Diversity 


By THOMAS S. GATES 


Chairman, University of Pennsylvania, 
and Director of Leading Corporations 


Expert management and constant supervision, of a broad list of 
selected investments, formerly available only to trust funds of large 
size, has now been made possible for people with moderate savings. The 
Common Trust Fund—under regulations provided by the Federal Reserve 
Board—was developed to give protection against the always present 
economic, technological and fiscal changes that dissipate the unguarded 
portfolio of securities. 

This democratic method for both building up and conserving estates 
of less than $25,000 [the limit has just been increased to $50,000 by The 
Federal Reserve] is described by a pre-eminently qualified authority. 
Dr. Gates practiced law after admission to the Pennsylvania Bar in 
1896; he became trust officer and later president of a Philadelphia trust 
company, was later a partner of J. P. Morgan & Company until accepting 
the presidency of the great University of Pennsylvania in 1930. He 
presently serves on the finance committee of a leading life insurance 
company and savings bank and railroad, and is an active member of civic, 


philanthropic and industrial directorates.—Editor’s Note. 


HE care and management of the 

property of others is_ peculiar 
neither to this country nor to recent 
times. Reports and records of personal 
trusts appear in the history of all peo- 
ples who attained a high degree of civil- 
ization. The medium of investment has 
taken many different forms, depending 
upon the economy of the people, their 
geographical location, and upon the par- 
ticular period in history when the trust 
was in existence. But no matter what 
form such trusts have taken, the re- 
sponsibilities of the trustees have re- 
mained the same, that is, to produce an 
income, and through wise and careful 
management, to maintain the value of 
the principal, so that at the designated 
time the trust might be released to the 
beneficiary with a value equal to or 
greater than that existing at the time 
of the acceptance of the responsibility 
by the trustee. 


Until the early part of the last century, 
the trustee was an individual, and gener- 
ally had a personal or family interest in 
the beneficiary, which was sufficient com- 
pensation to warrant a real interest in the 
trusteeship. Trade in those days moved 
slowly, and there were likely to be rela- 
tively slight changes in property values 
(mainly farms and homes) over a period 
of years. It was unnecessary and impos- 
sible, from the standpoint of security of 
principal, to diversify property holdings. It 
was more important to guard the property 
of the trust from thieves and loss by fire, 
storm or drought, than frequently to change 
the individual property items in the princi- 
pal of the trust. This often made physical 
strength a more desirable quality than 
wisdom for the trustee to possess. 


A New Type of Property 


BOUT the middle of the eighteenth cen- 
tury, our modern type of trust began 

to develop. During that period the trustee 
relied mainly upon evidences of debt se- 
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cured by the bond of a sovereign power, 
or the mortgage made by an individual, 
or a group of individuals, as a medium for 
investment. This, as it happened, was 
quite satisfactory. Until fairly recent 
times, inasmuch as debts were generally 
paid in gold, only slight changes were 
made in the relative value of the principal 
maintained over the period of the trust. 
With the advent of the corporation and 
corporation finance for railroads and large 
industries, the problems of trust invest- 
ment increased at a rapid rate. Fortun- 
ately, there has also been developed the 
corporate trustee, which is in fact an indi- 
vidual, legal entity made up of many per- 
sons trained for the professional task of 
managing capital, and represents a com- 
bination of talents seldom possessed by 
one individual. The modern corporate 
trustee is housed in a substantial building, 
containing well-guarded vaults to hold the 
valuable papers of the trust. For a rea- 
sonable and proper financial compensation, 
the corporate trustee, either alone or with 
individual co-trustees, fulfills the duties 
and obligations of a trust in even a more 
thorough and conscientious manner than 
the individual trustee of earlier days. 


The Solution to Costs 


T is more difficult to manage a modest 

estate than a large one. A trustee may 
occasionally make an unwise investment 
in a large estate and correct it later by 
making a wise one, but one act of mistaken 
judgment may well jeopardize a modest 
estate. A modern and intelligent approach 
to the problem has been evolved by trust 
companies through their use of Common 
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Trust Funds. The creation of these Funds 
was a most progressive step in the adapta- 
tion of the facilities of trust companies to 
current needs. 


The costs of trust administration have 
been rising as a result of the increased 
complexities of the trustees’ duties. Ap- 
plication of exact cost figures revealed to 
many corporate trustees the operating 
losses they were sustaining in the admin- 
istration of small trusts, but to have dis- 
couraged the creation of small trusts at 
a time when the trend was clearly toward 
a diminution in the average size of estates 
would have been a very short-sighted 
policy. 


One important cost factor is the expense 
of selection and supervision of the invest- 
ments for the trusts, and it is well recog- 
nized that in the case of the small trust 
account this item is much larger propor- 
tionately than it would be in a large trust. 
The collective investment of the assets 
of many small trusts in a single large trust 
provides a real solution to this problem, and 
has been recognized and made available un- 
der our Federal banking laws since 1937. 


Two Kinds of Diversification 


N the management of investments, cer- 
tain principles have been developed and 
are generally accepted. One of the most 
important is that of diversification of risk. 


At the beginning of this century a care- 
ful investor might have considered it un- 
wise to contain in his portfolio the secur- 
ities of only one country. After studying 
the world political and economic situation, 
he would perhaps have decided that the 
strongest nations were Great Britain, 
France, Germany, Russia, Austria-Hun- 
gary, and the United States. The safest 
investment media offered by those coun- 
tries would have appeared to be the obliga- 
tions of their national governments and, 
since our hypothetical investor is highly 
conservative, we shall assume that he pur- 
chased only securities of this type. 


In the short space of twenty years he 
would have experienced a total loss of 
the investment by retaining his holdings 
in Germany, Russia, and Austria; the 
investment in France would have been 
seriously impaired, and he would have 
fared successfully only in Great Britain 
and the United States. Thus his efforts to 
achieve security merely by a wide geo- 





graphical distribution of funds would have 
ended disastrously. 


Let us assume that our investor suc- 
ceeds in building up his capital again and 
that, as a result of his experience in the 
aftermath of the first World War, he has 
become a confirmed isolationist without 
confidence in the political or economic 
stability of any nation other than the 
United States. He continues, however, to 
believe in the principle of diversity, and 
he has great faith in the future of this 
country. 


Selectivity PLUS Vigilance 


E therefore decides to purchase the 

common stocks of some of our largest 
and strongest corporations, selecting for 
this purpose those which comprised the 
Dow Jones industrial average in 1924. 


Since he has chosen his investments 
carefully, he feels at liberty to devote his 
time to other affairs and we shall assume 
he makes no change in these investments 
in the following twenty years. Upon re- 
viewing his position in 1944, he would find 
that two of the twenty corporations had 
been reorganized with a large loss to the 
stockholders, that only six of the twenty 
had maintained divided payments without 
interruption, that two had paid no divi- 
dends in ten of the twenty years and that 
only nine of these corporations were suf- 
ficiently representative to be included in 
the thirty stocks in the Dow Jones indus- 
trial average in 1944. 


We are compelled to conclude that cap- 
ital cannot be preserved either by broad 
diversification of risk or by the purchase 
of securities which in the judgment of in- 
formed men represent sound investments 
at any one given time. It is only by the 
application of unremitting attention and 
the exercise of continuous sound judgment 
that the original value of the principal can 
be maintained or increased. 


Increasing Public Service 


NCLUDED in the idea of sound judg- 

ment is a factor only second in im- 
portance to diversification—the proper 
timing of purchases and sales. Proper tim- 
ing is so important that over a period it 
may often be the deciding factor in the suc- 
cess or failure of the trustee in maintaining 
the principal value of the trust. 
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Evrxy Year the Bank of America Trust 
Department manages the estates of hundreds 
of Californians, giving to each—whether it be worth a 
thousand or millions of dollars—the same skill and care of a 
trained staff having many years of experience in this specialized field. 


The Trust Department of Bank of America serves everyone. It has always 
carried out the policy of Mr. A. P Giannini. founder of the bank, who said 


“Our bank was organized to give service to the many rather than the few. In a real sense. 
we are the bank of the people: in other words, the little fellow’s bank.” 


Of the hundreds of estates for which Bank of America acted as executor or 
administrator last year, 


OX were worth from 2 thousand to twenty-five thousand dollars 
BOX were worth from twenty-five thousand dollars 


to more than a million. 


HAVE AN ATTORNEY PREPARE YOUR WILL AND NAME BANK OF AMERICA AS FXKCUTOK 


Bank of America 


NATIONAL TRYSWe2 ASSOCIATION 


SMALL ESTATE APPEAL 


Walter E. Bruns, vice president and trust 
officer of Bank of America, writes: “Since 
our trust service for many years has been 
serving Californians of modest as well as 
large estates, it occurred to us to do a little 
counting. The enclosed ad is the result.” 





Diversification, accompanied by alert 
management, is a protection against many 
of the hazards of investing funds. Until 
the banking code permitted the joint in- 
vestment of the assets of many trusts, the 
owner of moderate capital could obtain 
this protection to a limited degree only. 
Since small trusts will always represent 
an increasing proportion of a trustee’s 
business, it is most encouraging, from the 
standpoint of public relations, that the 
means are now available to corporate 
trustees to serve effectively this important 
segment of their clientele. 


The public usefulness of trust compan- 
ies should be enhanced when it becomes 
more generally known how much thought 
and care are given through the use of their 
Common Trust Funds to managing wisely 
and conservatively the affairs of the most 
modest trust. A wider field for trust 
service has thus been opened and the 
benefits and advantages of corporate use- 
fulness made available to each and every 
one possessing means, whether large or 
small in amount. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


COSTLY RECEIPT OF INHERITANCES 
OST of the emphasis in estate plan- 


ning generally is placed on planning - 


the distribution of an estate with less atten- 
tion being given to planning the cost effects 
on the beneficiaries. Take the situation of 
a son who has considerable capital in his 
own name and high earnings from his own 
business and investments. The wealthy 
father considers his son is well able to man- 
age property and therefore decides to will 
all of his son’s share to him outright. This 
“forces” additional capital and income into 
the son’s name. Let us examine some of the 
tax consequences. 
Inheritance 
From Father 
$500,000 
15,0007 


Son’s Own 

Property 

$200,000 
25,000! 


Capital 
Taxable Income 


1. Includes salary. 

2. Assumes investment of capital at 3%. 

Income Tax: By adding the $15,000 de- 
rived from the inherited capital on top of 
the son’s own income of $25,000, about two- 
thirds of it is lost in income taxes, the top 
tax bracket attained being 72%. 

Capital Gains Tax: All profits resulting 
from the sale of capital assets received from 
the father or through re-investment, are 
taxed to the son. While long term gains are 
only taxed at 25% of the full profit, short 
term gains are taxed as ordinary income, 
which in this case would mean a tax begin- 
ning at 72%. 

Estate Tax: Upon the son’s death, assum- 
ing all capital remains intact and that he 
survives his father by more than five years, 
about one-third of the $500,000 inherited is 
lost in estate taxes, the top tax bracket at- 
tained being 36%. 

It is evident from the foregoing that the 
income productiveness of the inherited capi- 
tal is largely destroyed by taxation, and a 
good part of the capital itself is lost at the 
son’s subsequent death. Some of the many 
possible remedies are discussed below. 


To Conserve Capital: The father: under 
his will could create a trust of his son’s 
share instead of leaving it to him outright. 
The son could receive all of the trust income 


for life, and through proper powers have 
the right to direct the distribution of the 
principal of the trust, while he lives or at 
his death, among his father’s descendants 
and their spouses. The son could act as a 
co-trustee so that administration and invest- 
ment decisions would require his consent. 
Furthermore, the corporate trustee could 
have the power to distribute principal to 
him in the event of family or economic 
emergency. The son might also be given 
the right to borrow from the trust against 
his promissory note. 


Under such a plan the son as a practical 
matter has the same “fruits” of the capital 
as though he owned it in his own name. The 
only right he does not have is the sole power 
to spend the principal for himself, which in 
view of his personal financial condition is of 
little consequence. As a result no federal 
estate tax would be levied on the principal 
of the trust at the son’s death, effecting a 
capital saving of about $166,000 for the 
benefit of his wife and children. In addi- 
tion, the son or father could direct the con- 
tinuance of the trust after the son’s death 
for the benefit of his family so that a third 
estate tax is saved at the death of the wife 
and children. ; 


To Conserve Income: The same plan could 
be set up with the exception that all or part 
of the income of the trust should be paid to 
the son’s wife, to his children or applied to 
their benefit if minors, or accumulated in 
the trust during their minority and there- 
after if state law allows. Another adjust- 
ment that could be made, if desired, would 
be that as the son would not receive the in- 
come of the trust he could be given the right 
to withdraw say 5% of the principal in any 
one year. This would probably cause a small 
portion of the principal to be taxed to the 
son’s estate at his death but it also gives 
him greater financial protection while he 
lives. 


Thus, instead of the trust income being 
subject to the son’s high ‘tax rates (62%- 
72%), it is taxed to his wife, if she receives 
it, at the lowest tax bracket (assuming she 
has no other taxable income), or taxed to 
the trust as a separate tax entity if income 
is accumulated, or taxed to the children if 





“Il have prepared this 
study of 185 neglected 
exemptions because | am 
appalled at the millions 
in taxes uselessly paid 
because legitimate ex- 
emptions are not em- 


ployed.” 


—Franklin W. Ganse 
* 


Note the Complete Range of 
Subject Matter 


SECTION 1 — Six Exemptions Often Neglected: 
Special uses for the familiar general exemptions. 


SECTION 2—19 Exemptions Connected with Wills: 
A complete discussion which forms almost a 
study course in ‘what you should know about 


wills.” 


SECTION 3—28 Exemptions Connected with Trusts: 
Reversionary interests, situs of trusts, differences 
between “specific instructions” and ‘‘authoriza- 


tion,”” improvement of old trusts. 


SECTION 4—39 Exemptions with Life Insurance: 
Policies transferred for value, reciprocal pur- 
chases, accidental death benefits. 


SECTION 5—18 Exemptions with Annuities: Tax- 
saving possibilities in assignment of death bene- 


fits under special annuity plans. 


SECTION 6—25 Exemptions in Probating: Seldom 
touched upon, these exemptions are of unusual 
interest and value. 


SECTION 7—14 Exemptions in Business Interests: 
Important plan for eliminating danger that pay- 
ment of insurance will increase value of liqui- 
dated stock. 


SECTION 8—14 Exemptions Unclassified: Handling 
real estate in “foreign” states; taxation of funds 


left to pay taxes. 


SECTION 9—10 Near-Exemptions: Suggestions to 
be discussed with executor. 


SECTION 10—13 Exemptions with Gift Taxes: Proof 
that many tax authorities overlook tremendous 
savings in proper use of gifts. 


Neglected 
Exemptions 

in Connection 
with Estate 
Planning 


A Few of the Hundreds of Questions 
the Text Answers 


A SIMPLE CHANGE that can be made in the wills 
of husbands and wives which will save up to 
50% in estate taxes. (Sec. W-9) 

HOW TO MOVE BENEFICIARIES from Class D to 
Class A. (Sec. W-12) 
HOW AN EXECUTOR can - unconsciously defeat 
the charity exemption provision. (Sec. W-19) 
HOW TO GIVE THE WIFE the right to invade prin- 
cipal of a trust and yet keep it out of her 

estate. (Sec. T-4) 

HOW TO SETZURE A BINDING APPRAISAL of close 
corporation stock by the Revenue Dep't before 
it becomes part of the estate. (Sec. G-10) 

STEPS TO TAKE to improve the tax position of life 
insurance assigned to beneficiaries. (Sec. L-29) 

TAX DANGERS THAT ARISE in the assignment of 
annuities. (Sec. A-11) 

TAX DANGERS THAT ARISE when gift-making and 
will-making are not completely divorced. (Page 
54) 

25 LIFE MOTIVES IN GIFT-MAKING which have 
been approved by courts. (Page 56) 

TAX SAFEGUARDS TO SET UP when business 
policies are pledged to a bank as collateral for 
a loan. (Sec. B-12) 

PROBLEM OF DEALING with three sets of taxes on 
Canadian securities owned by U.S. resident. 
(Sec. E-13) 

HOW TO FORESTALL possibility that proceeds of 
business insurance policies may be taxable to 
the business. (Sec. B-2, 3) 


INSURANCE RESEARCH & REVIEW SERVICE 
123 W. North St., Indianapolis 4, Indiana 
copies of NEGLECTED 
EXEMPTIONS at the following prices: 
Single copy, $1.80. 2-9 copies, $1.75 ea. 
10-24, $1.70 ea. 25 or more, $1.65 ea. 
All prices net, postpaid. 
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they receive it. Such a plan could easily 
bring about an annual saving of 40% to 50% 
of the income involved, which remains with- 
in the son’s family where it can be used for 
the benefit of his wife and children, or ac- 
cumulated to increase capital. 


To Conserve Capital Gains: Under both 
plans described above all profits from the 
sale of capital assets held by the trust would 
be taxable to the trust as a separate tax en- 
tity as such profits would be retained by the 
trust. The tax saving on long term gains 
would not be too great, although it might 
run as much as 10% to 15% of the entire 
profit. But large savings would be effected 
on short term gains. In addition, this plan 
would eliminate estate’taxes on the capital 
profits as the estate tax at the son’s death 
is eliminated. 

The foregoing illustration can be applied 
with equal effect in the case of husband and 
wife, or father and daughter. 


“PENSION” PLANS FOR AFTER 
V-J DAY 


S corporations come closer to post-war 
adjustments involving possible lower 

tax rates and lc wer profits, it is natural for 
them to hesitate over making long-term com- 
mitments. Fixed pension plans, pre-estab- 
lishing today the size of ultimate benefits, 
fall into this category. Although a corpora- 
tion can reserve the right to discontinue 
such a plan, a consideration of the effects of 
such action on employee morale would prob- 
ably “force” the plan’s continuance. There- 
fore some companies are deferring the es- 
tablishment of pension plans, while others 
are resting somewhat uneasily regarding 
plans established during a period of top tax 
rates and swollen profits. This hesitancy 
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and uneasiness would be obviated if a plan 
were originally geared to the corporation’s 
pocketbook. 


A design of this type makes a financial! 
compromise that allows the corporation to 
live comfortably with its plan. The ultimate 
retirement benefit desired for employees is 
established at an adequate point. The cor- 
poration then only commits itself on a dollar 
basis as to about one-half of such total bene- 
fit. The balance of the pension, as well as 
payments to employees or their families in 
the event of death, disability, and unemploy- 
ment, is governed entirely by the future 
earnings of the corporation. In some cases 
minimum death benefits are also provided 
on a fixed basis. 


Such a plan consists of two parts, Part 
“A” being a fixed pension plan bearing a 
fixed funding cost, and Part “B” being a 
companion employees trust wherein depos- 
its are measured entirely by the future earn- 
ings of the company. Corporations which 
fund pensions on the fixed dollar basis 
alone must naturally pre-establish and pay 
for a pension of adequate size, or else have 
no plan. But when both financing mechan- 
isms are employed, the company’s fixed dol- 
lar commitment becomes of digestible size. 


Employee benefit plans are supposed to 
exist as long as a company operates. There- 
fore, the plan must live through many busi- 
ness cycles. Attempting to establish today 
the full size of benefits a corporation can af- 
ford to pay many years in the future is most 
difficult, if not impossible. It is possible, 
however, to establish minimum pension and 
death benefits (approximately one-half of 
what might be considered adequate) with 
any larger pension or additional benefit 
geared to earnings. 


FUNDED DEBT AND PREFERRED 
CAPITAL OF CLOSELY HELD 
CORPORATIONS 


OSSIBLY as a result of a former stock- 

holder’s death, some closely heid corpo- 
rations have bond or preferred stock issues 
outstanding which they exchanged for the 
common stock interest of the deceased stock- 
holder. Or such form of securities may have 
been privately issued to acquire new capital. 
Or capital of a more temporary nature may 
have been acquired through bank loans or 
trade credit. As the successful operation of 
a closely held business enterprise is usually 
dependent upon one or two key managers 
the holders of such securities, or the cred- 
itors, are naturally concerned over the safe- 





ty of their investment if the key manager 
should die. Likewise, the key manager him- 
self, who is ordinarily the controlling com- 
mon stockholder, will be concerned over his 
family’s financial protection if he dies leav- 
ing the business saddled with large fixed 
dollar capital and debt charges. 

In such cases, the sound solution of both 
preblems lies in having the corporation in- 
sure the life of the key manager, earmark- 
ing the insurance proceeds for the retire- 
ment of outstanding callable bonds or pre- 
ferred stock at his death, as well as the 
liquidation of current bank and trade loans. 
The corporation would own the insurance 
policy as an investment, with its annual py- 
ramiding cash value being carried as a cor- 
porate asset. 

Premiums could be paid out of current 
earnings, a large portion of each premium 
being used by the insurance company each 
year to increase the current cash value of 
the policy. The retention of profits for such 
investment would form a necessary reserve 
against future loss occasioned by the death 
of the key manager. Otherwise, if a corpo- 
ration’s surplus is at a point considered by 
the Treasury Department to be excessive for 
business purposes, such profits would have 
to be paid out as additional dividends to the 
common stockholders, and thus be largely 
destroyed by personal income taxes. 
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Taxes, Interest and Estates 


A forceful presentation of the advantages 
of personal and business insurance and an- 
nuities is contained in a special report entitled 
“High Taxes, Low Interest, and Your Estate” 
—issued by Prentice-Hall. The booklet is de- 
signed for distribution to the public. Inquiries 
should be addressed to Walt A. Mayer at P-H. 
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117 C.L.U.’s Graduated 


In spite of war conditions, 952 men and 
women, having complied with all the rules of 
eligibility established by the American College 
of Life Underwriters, presented themselves for 
the scheduled C.L.U. examinations on June 6, 
7 and 8 at 107 educational institutions and 
twelve Army camps or Naval bases within and 
without the United States, according to an 
announcement by Dean David McCahan. Due 
to continued emphasis upon the four-year pro- 
gram of study for the C.L.U. designation, only 
nine persons presented themselves this year 
for all five parts of the examination. 

Of the candidates 616 were awarded credit 
for all of the examinations which they took 
and 80 others were given credit for part of 
them. As a result of this year’s examinations, 
2,666 underwriters have now completed the 
entire series of C.L.U. examinations and sev- 
eral thousand others have credit for successful 
completion of some of the five parts, thus 
making a total of approximately 5,500 who 
have demonstrated their knowledge in all or 
some of the fields of subject matter covered 
by C.L.U. examinations. Of the 159 candidates 
who would have finished the entire series if 
successful in everything undertaken, 117 were 
granted full credit. 


a 
Insured Pension Plans Up 20% in Year 


More than a quarter of a billion dollars of 
new life insurance pension trusts were set up 
last year for employee groups, the peak year 
for this type of retirement plan, according to a 
survey made by the Life Insurance Sales Re- 
search Bureau. The 1944 purchases of life 
insurance pension trusts were 20% greater 
than in the previous year. 


The average life insurance unit in the pen- 
sion trust plans set up in 1944 was’ $4,529, 
which compares with an average ordinary life 
insurance policy of $2,137 among the compan- 
ies surveyed. Pension trust policies represent- 
ed about 4% of all ordinary insurance pur- 
chased in the year. 
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“Specials” and “Secondaries” 
in 1944 


Daring 1944 hundreds of dealers and brokers through- 
out the country successfully distributed many Jarge 
blocks of securities for which Smith, Barney & Co. 
acted as managers or co-managers. Among these issues 
are the following: 


Number Class of 
of Shares Company Stock 


5,900 * J American Bank Note Company Common 
7,900 * J American Can Company Common 
100,000 + J American Gas & Electric Company Common 
28,780 + The Babcock & Wilcox Company Capital 
2,000 * Carpenter Steel Company Common 
5,000 * Curtis Publishing Company Prior Pfd. 
20,000 + J E. I. duPont de Nemours & Company Common 
22,000 + Electric Storage Battery Company Common 
24,000 * J General Electric Company Common 
4,626 * Hercules Powder Company Common 
5,000 * Houston Lighting & Power Company Common 
38,082 * Jones & Laughlin Steel Corp. Common 
50,000 + Liggett & Myers Tobacco Company Common B 
1,987 + The Midvale Company Capital 
14,500 * J National Biscuit Company Common 
20,000 * Parke, Davis & Company Common 
60,000 * Phelps Dodge Corporation Common 
14,100 * J Philadelphia Electric Company : Common 
25,400 * Philco Corporation Common 
24,168 + Pittsburgh & Lake Erie R.R. Co. Capital 
3,000 * Quaker Oats Company Common 
9,684 * Swift International Company Common 
6,000 + Walgreen Company Common 
20,000 * Youngstown Sheet & Tube Company Common 
16,000 * Youngstown Sheet & Tube Company Common 


* Special Offering + Secondary Distribution J Joint Manager 





An owner of securities, an individual or corporate 
executor, or the manager of funds of others, may now 
or in the future be confronted with the problem of 
disposing of a block of securities. One of our partners 
will be glad to discuss with them the special facilities 
which we stand ready to provide in these important 
transactions. 
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Members New York Stock Exchange 
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RAILROADS IN THE POST-WAR PERIOD 


Observations on Employment and Competitive Factors 


GEORGE M. HARRISON 
President, Brotherhood of Railway Clerks 


In view of the major importance of the railroads in our industrial pat- 
tern—both war and post-war—and of their employment conditions, we are 
pleased to present this article written for Trusts and Estates by one of 


the ablest and most constructive representatives of Labor. 


Mr. Harrison 


has served on a number of governmental and economic committees. He 
presents herein some highly pertinent highlights on the transportation 


picture.—Editor’s Note. 


O elaborate mobilization of facts and 
| N arguments is required to demonstrate 
that the railroads of the country and their 
employees will be confronted with an unpre- 
cedented situation shortly after the peace of 
the world is restored. During the war the 
railroads have carried the bulk of the na- 
tion’s greatly increased domestic traffic with 
but little addition to plant and equipment. 


The result has been that rolling stock in 
particular not only is now badly worn out, 
but there is substantial obsolescence. What 
additions and betterments have been made 
were chiefly to assist in the war effort and 
they will be of but limited advantage to the 
railroads in the post-war period. 

The situation in which other forms of do- 
mestic transportation will find themselves at 
the end of the war will also prove novel from 
the standpoint of past experience, and in 
some cases perhaps more difficult than that 
of the railroads. In the more difficult cate- 
gory will fall, in all likelihood, the inter-city 
bus and truck industries, largely because 
their costs have risen, their rolling stock is 
worn out, and they have been unable to ac- 
cumulate reserves out of which to finance 
new plants and equipment. 


The Airlines 


Against this situation, the airlines will be 
in an especially advantageous position be- 
cause of the as yet unutilized technological 
advances in air transport made during the 
war, plus the availability of much war 
equipment that can be used for air transport 
purposes. Not only have airport facilities 
been extended during the war, but many new 
ones will undoubtedly be built at govern- 
ment expense shortly after the war ends. 
Technical aids to air navigation will also be 
installed at an accelerated rate, with the 
help of the government, in the near future. 


Shipping and Pipe Lines 


Inland water transportation has also 
changed materially since Pearl Harbor and 
the indications are that it will continue to 
develop along lines and in directions that 
will challenge the railroads for substantial 
traffic. Much new towing equipment as well 
as barges have been built and are now in 
service; new terminals have been developed 
and valuable experience and knowledge have 
been gained in the economical handling of 
cargo by inland water carriers. In recent 
years much new personnel has also learned 
the inland water transport business. 


If surplus bottoms are made available to 
the intercoastal and coastwise shipping in- 
dustry at fairly reasonable prices and the 
great advances in refrigeration and the 
shipping of perishables by sea made since 
the beginning of the war are taken advan- 
tage of, there is bound to be a substantial 
upswing in this branch of transportation 
shortly after the war, at the expense of the 
railroads. The restoration of tanker service 
at the end of the war on an augmented basis 
seems certain. Oil pipe lines not only have 
been greatly extended, but their pumping 
facilities have been improved and modern- 
ized. Of course there is the private automo- 
bile which stands to divert a substantial por- 
tion of passenger traffic from both the rail- 
roads and the inter-city buses. 


Employment and Wages 


HILE there was a period when some 

modes of transport competitive to the 
railroads enjoyed an advantage from low 
wage standards and exploitation of labor, 
this has generally disappeared, and in fact 
the relationships have in some instances 
changed. Expansion of labor organizations 
among transport workers is rapidly adjust- 
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ing’this factor. Governmental policies have ment of the several modes of transportation. 
aided to some extent. In some respects gov- While some improvements in Federal reg- 
ernmental reports show that the railroads ulatory laws and practices followed, little 
now enjoy an advantage over other forms of has been done to equalize governmental ad- 
transport in the matter of wages since rail vantages since commencement of our na- 
workers have not kept pace with generally tional defense and war programs. 

rising wage levels, while their productivity 


has far exceeded records in other transport These conditions must receive attention 
agencies. and correction when opportunity permits if 


It is out of these circumstances that the We desire a sound system of transportation. 
post-war problems of the railroads and their There should be a fair field for all transpor- 
employees will arise. They will be difficult tation agencies with governmental favors 
and challenging, and will call for the highest for none, unless it can be demonstrated be- 
degree of joint consideration of which the Yond question that governmental assistance 
industry is capable, if they are to be mas- is necessarily constructive and in the public 
tered by management and labor. But it terest. 
would be an exaggeration to hold that the 
railroads will be confronted with an un- 
avoidable crisis as soon as the war ends. 
This is more apt to be the case with railroad 
labor when the impact of reduced hours, 
furloughed employees and returning rail- 
road veterans is felt. 


Coordination of all forms of transport is 
now enjoyed and each general mode of 
transport is free and independent and en- 
couraged to operate in the field where eco- 
nomic success is possible. Much progress 
has been achieved in this direction and more 
will be accomplished in the post-war period. 
Equality of Treatment and Coordinaticn We should, however, be careful that coordin- 
ation is not developed to the extent of mon- 
opolistic practices and powers. There is need 
for all modes of transport operating in the 
several economic fields. 


HE report of the committee appointed 
by the President to submit recommenda- 
tions on the general transportation situa- 
tion (December 23, 1938) reviews dispari- 
ties in Federal regulatory policies and treat- (Continued on page 120) 
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While “day-to-day traders” find it ex- 
pedient to make financial commitments 
on the basis of surface developments, 
institutional and conservative indi- 
vidual investors correctly rely on 
fundamental, underlying trends to de- 
termine the advisability of their pur- 
chases and sales. Because we serve the 
latter class of investors, we regard it as 
a primary function of our organization 
to concentrate on just such underlying 
trends, both in regard to groups of 
securities and individual securities with- 
in those groups. Many have found our 
approach to investment to be valuable; 
you of your institution might, too. 


R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 
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Intensified Competition Major Problem 


ROBABLY the most serious managerial 

problem will grow largely out of a 
greatly intensified competitive transporta- 
tion situation, the result in part of the tech- 
nological advances made by other forms of 
transportation. But the seriousness of the 
railroads’ competitive difficulties will be in 
inverse ratio to the over-all prosperity of 
the country. This prosperity in turn will be 
in direct proportion to the levels of business 
and employment prevailing throughout the 
country. 


If we have high levels there will be ample 
traffic for all legitimate, well-managed, effi- 
cient, modernized carriers. If we do not, 
many transportation companies will have 
difficulties, which will in turn be visited up- 
on their employees, creditors and the public. 


It would therefore appear that the first 
major determination to be made in the mat- 
ter of post-war policies end objectives for 
the railroad industry is the extent to which 
it can contribute to high levels of business 
and employment, and at the same time take 
up the lag which has developed in the indus- 





DISTRIBUTING 
CHANNEL FOR 
BLOCKS OF SECURITIES 


We are in a position to dis- 
tribute substantial blocks of 
listed and unlisted securities 
through the medium of our 
sizeable trading volume and 
our established nationwide 
contacts with security dealers. 


Inquiries Invited 


LUCKHURST & CO. 


Members N. Y. Security Dealers’ Assn. 
40 Exchange Place New York 5, N. Y. 
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try in the fields of (1) maintenance, (2) 
modernization of plant and facilities, (3) 
improved service, (4) better labor stand- 
ards, and (5) authority to fix freight and 
passenger rates by agreement, subject to ap- 
proval of the Interstate Commerce Commis- 
sion. 


Dividend Prospects: Canada 


An analysis of the balance sheets of 323 
Canadian companies which has been completed 
by the Bank of Canada reveals that business 
firms will enter the post-war period in good 
financial condition. In 1944 these companies 
had net profits of $425,000,000 before income 
and excess profits taxes as compared to 
$218,000,000 in 1936 and $274,000,000 in 1939. 
However, heavy corporation and excess profits 
taxes reduced the net income available to 
shareholders to $213,000,000 in 1944. Com- 
parable figure in 1936 was $180,000,000 and in 
1939 it was $221,000,000. To date, shareholders 
have benefited very little, if at all from the 
increase in wartime business. The Bank of 
Canada survey reveals the net paid out in 
cash dividends in 1944 was $160,000,000 as 
compared to $147,000,000 in 1936 and $180,- 
000,000 in 1939. 


If stockholders are still awaiting bigger 
dividends they have the satisfaction of know- 
ing that their properties have been immeasur- 
ably strengthened financially over the last few 
years and it is not unreasonable for them to 
expect to reap their reward in due season. The 
removal of the excess profits tax which may be 
delayed until Japan is defeated, could make 
astonishing changes in company net available 
for distribution in dividends. Some idea of 
the possibilities can be found in the following 
figures. From the $53,000,000 paid by the 323 
corporations in taxes in 1939 the payments 
jumped to $212,000,000 corporation and EPT 
in 1944. It will be seen from this that even 
a moderate reduction in corporation and excess 
profits taxes from existing levels would leave 
considerably more for the shareholders, even 
after making allowances for reduction in the 
net operating profit before taxes. 


There is a further encouraging angle. Al- 
most without exception, business firms have 
been able to improve their working capital and 
net working position in recent years. In some 
instances the improvement has been astonish- 
ing. Debt has been reduced. Refunding has 
permitted a paring down of interest charges 
and in other ways executives have been able 
to get their companies in such shape that they 
can confidently face the future. 

The Monetary Times, (Canada) August, 1945. 





TAXING PARTNERSHIP INTERESTS 
Regulations Amended Respecting Capital Gain Aspects 


SAMUEL J. FOOSANER 
Counsellor at Law, Newark; Chairman, Committee on Federal and State Taxation, 


New Jersey State Bar Association 


N a letter ruling of November 10, 1944, 

the Treasury Department’s General 
Counsel contended that a sale of a business 
interest by the estate of a decedent to a sur- 
viving associate, pursuant to a binding 
agreement, at a sum in excess of the dece- 
dent’s investment, would result in a taxable 
gain under Section 126 of the Internal Rev- 
enue Code.! On June 18, 1945, Treasury 
Decision 5459 was promulgated, amending 
Section 29.126-1 of Income Tax Regulations 
111. By virtue of this amendment, the 
Treasury Department now holds that where 


1. For full discussion, see March 1945 issue of Trusts 
and Estates, page 311, article entitled ‘‘Stock Pur- 
chase Agreements and Income Taxes,” by the same 
author. 


2. See Treasury’s example herein cited. 


Law Prior to Amendment 


1. In the first paragraph, the following 
sentence appears: 

“Furthermore, if his partnership agree- 
ment had provided for the sale to the other 
partners upon his death of his right to the 
partnership assets in return for a payment 
of a certain sum by the surviving partners 
to his estate, the gain on such sale, accrued 
solely by reason of his death, would not be 
included in computing his net income.” 


2. The fifth sentence of the fourth para- 
graph presently contains the words which 
have been herein italicized: 

“Upon his death, the payments by the sur- 
viving partners must be included in the 
widow’s income to the extent they exceed the 
adjusted basis of such assets in the hands of 
the decedent immediately prior to his death. 
This gain was not includible in the partner’s 
income since it was not received by the part- 
ner (for the purposes of the cash receipts 
and disbursements method of accounting) 
and was accrued only by reason of his death 
(for the purposes of the accrual method of 
accounting) .” 


3. In the same paragraph, the last sen- 
tence read: 








tangible assets of a partnership interest, 
which have appreciated in value, are sold 
upon the death of one of the parties, under 
a binding partnership agreement, no gain 
need be recognized, for income tax purposes, 
by the estate of the decedent.? 

The Treasury has changed its position re- 
specting the taxability of gains resulting 
from the sale of partnership assets under 
binding buy-sell agreements. It inadver- 
tently, or deliberately, remains silent with 
regard to the sale of corporate interests un- 
der such agreements. What then is the ‘Gov- 
ernment’s present stand? Possibly an an- 
swer to this question can best be facilitated 
by comparing the law as it stood prior to 
Treasury Decision 5459 with the regulations 
as now amended. Such a contrast follows: 


Law Today 
1. This sentence is now omitted. 


2. In substitution for the italicized words 
under the prior law, the following italicized 
words now appear: 


“are attributable to the earnings of the part- 
nership accrued only by reason of his death. 
The income reflected by the payments to the 
extent that they are so attributable ni 


3. In substitution for the italicized words, 
the following words appear: 
“are attributable to the earnings of the 
partnership accruing only by reason of the 
death.” 

4. The following example now appears: 


“Suppose that A and the decedent B were 
equal partners in a business possessed of 
tangible assets having a present value con- 
siderably in excess of cost; suppose that cer- 
tain current partnership business was well 
advanced toward completion prior to the 
death of B; and suppose that the partner- 
ship agreement provided that, upon the 
death of one of the partners, all partnership 
assets, including unfinished business, should 
pass to the surviving partner, and that the 
surviving partner should make certain pay- 
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“If the payments are to be made to the 
widow as trustee for minor children *** 
must include such payments when received 
in their income to the extent that the pay- 
ments represent the gain on the sale.” 


4. No example is set out. 


Analysis of Treasury’s Example 


HE example can be analyzed in the fol- 
lowing manner. Assume that A and B, 
equal partners in the AB Company, each in- 
vested $10,000 in the company in 1920 and 
that each partner’s interest in the tangible 
assets of the company now possesses a fair 
valuation basis of $100,000. Assume fur- 
ther that in January, 1945, the partners en- 
tered into a binding partnership interest 
purchase agreement, under the terms of 
which, upon the death of one, the survivor 
would pay to the estate of the decedent 
$100,000 for his 50% interest in the com- 
pany. B dies on August 1, 1945. No part 
of the $90,000 (the difference between the 
investment and sales price for the 50% in- 
terest) comprises a taxable gain in B’s es- 
tate. 
Within the purview of the Treasury’s il- 
lustration, if, upon the death of B, the AB 


THE 
New YORK TRUST 
COMPANY 


Capital Funds over $50,000,000 


I0O0 BROADWAY 


MADISON AVENUE 
AND 40TH STREET 


TEN ROCKEFELLER 
PLAZA 


* 


BUY 
WAR 
BONDS 


Member of the Federal Deposit (nsurance Corporation 
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ments to the estate of the decedent. To the 
extent that the payments by A to the estate 
of B are attributable to B’s interest in the 
previously earned proportion of the unfin- 
ished partnership business transactions, 
their receipt by the estate of B will reflect 
the realization of income. With respect to 
such portion of the payments by A as is at- 
tributable to B’s interest in the tangible as- 
sets of the partnership which had appre- 
ciated in value, no gain to the estate of B 
will be recognized. If some portion of the 
payments by A is attributable to a sale of 
B’s interest in partnership assets consum- 
mated by B prior to his death, however, the 
gain to the estate of B reflected in such pay- 
ments will be recognized regardless of the 
character of the assets sold, and regardless 
of whether or not payment was due on a day 
which must occur after B’s death.” 





Company had performed certain unfinished 
business to which $20,000 in earnings were 
attributable, half of which earnings B was 
entitled to receive, then this $10,000 would 
comprise taxable income in B’s estate. 

With respect to the first conclusion, name- 
ly that no capital gain taxes result in the 
sale of B’s partnership interest, we cannot 
disagree. Regarding the unfinished busi- 
ness aspect of the example, there exists no 
challenge. Clearly, that which would have 
been income to the decedent had he sur- 
vived, is taxable as income in the hands of 
the decedent’s estate when received by it.* 
Th manner in which it is to be taxed de- 
pends upon the type of income it would have 
been in the hands of the decedent, had he 
survived.? 

Where A and B enter into a binding 
agreement during their respective lifetimes, 
under the terms of which B actually consum- 
mates a sale of a part or all of his partner- 
ship assets to A for a sum in excess of his 
investment, a taxable gain would result. 
This would be true, irrespective of the char- 
acter of the assets sold, and the time fixed 
for the payment of said assets.® 


Open Questions 


REASURY Decision 5459 is sustainable 
so far as it goes. Unfortunately, it does 


. See Internal Revenue Code, Section 126-(a)(1). 
. Income Tax Regulations 111, Section 29.126-1. 


. See last sentence of Treasury’s example herein set 
forth. 





not completely respond to all existent ques- 
tions. There are two thoughts which de- 
mand, and must inevitably receive, further 
clarification. The first of these concerns the 
sale of stock interests. 


It should follow that if no taxable gain 
would result from the sale of a partnership 
interest upon the death of one of the part- 
ners, neither would a taxable gain result 
from the sale of corporate stock under the 
same circumstances. While this is a logical 
conclusion, it is only implied; nothing speci- 
fically appears in the amendment to the 
clear-cut effect that it applies to stock inter- 
ests. 


The second observation concerns the De- 
partment’s reference to “tangible assets of 
the partnership.” While it is readily under- 
standable that income to which the partner 
was entitled during his lifetime on unfin- 
ished business comprises income reportable 
by his estate after his death, this still leaves 
the question open as to what, in fact, will be 
construed to be “tangible assets.” 


The Treasury views “unfinished business” 
and “tangible assets” as the only two sub- 
ject matters for settlement between the es- 
tate of the decedent and the survivor, when 
in fact the binding agreement between the 
partners may very well have attached a 
specific value to good will. Good will does 
not comprise unfinished business—nor can 
it be classified as a tangible asset. How, 
then, is it to be considered in the case of a 
Buy-Sell Agreement effective upon the death 
of one of the parties? Further clarification 
must come with respect to that portion of 
the purchase price attributable to good will. 


In the meantime, it should be borne in 
mind, as pointed out in the March issue, that 
business purchase agreements—especially 
where implemented by life insurance—pos- 
sess advantages which may well outweigh 
the most unfavorable tax consequences in 
any given case. 


6. See last portion of Treasury’s example. 
7. See reference under footnote (1). 
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Issues Official Trust Pamphlet 


The Granite Trust Company of Quincy, 
Mass., has issued the Official Pamphlet of its 
trust department. It follows the style of those 
previously issued by a small number of trust 
institutions: covering the trust company’s his- 
torical background, qualities to seek in selecting 
a fiduciary, trust services available, statement 
of policies, compensation, and suggested forms 
of appointment. 


Advance Agreement on 
Depreciation 


Commissioner of Internal Revenue Joseph D. 
Nunan, Jr., has authorized a plan under which 
businessmen can obtain advance assurance 
for a period of five years on the treatment of 
their depreciation deductions for purposes of 
the income tax and excess profits tax. 

“It is already the policy of the Bureau to 
avoid unnecessary changes in depreciation 
rates and methods,” Commissioner Nunan said. 
“The new plan carries this policy a step fur- 
ther by making it possible for a businessman 
to get written assurance that specific rates mu- 
tually agreed upon by him and the Bureau will 
not be disturbed for at least five years, except 
on his own request.” 


A businessman desiring to obtain such an 
agreement should consult the Internal Revenue 
Agent-in-Charge in the district in which he 
normally files his income tax returns. 


ee 
Holding Own Shares in Trust 


Suggested provisions in trust instruments 
covering the holding of a bank’s own shares of 
stock in its trust accounts are contained in an 
article by Gilbert T. Stephenson in the June 
Trust Bulletin. 


Yes indeed, MR. MADDOX... 


As a banker, and as the chairman of a 
committee on cooperation with life under- 
writers, you ask whether we have a list 
of life insurance companies that permit 
trustee beneficiaries to exercise the various 
policy options under life insurance policies. 


Indeed we do! The 1945 edition of 
SETTLEMENT OPTIONS answers this and 
146 other questions about practices and 
procedures of life insurance companies 
in arranging settlement agreements. The 
147 questions are answered by sixty com- 
panies and deal with such matters as 
designation of beneficiaries, the right to 
make withdrawals or change options, 
automatic changes, minimum and maxi- 
mum requirements, settlement options for 
group insurance, and procedure to follow 
in requesting settlement agreements. 


This book is invaluable to anyone 
whose work includes the giving of advice 
to policyholders and their beneficiaries. 
For example, some companies allow ben- 
efits more liberal than the ones described 
in their policy; SETTLEMENT OPTIONS 
shows the benefits actually granted. 

Your copy of SETTLEMENT OPTIONS 
is available at Flitcraft, Inc., Oak Park, 
Illinois. Price $2.50; discount of 10% for 
cash with order. 


..» May we ewe you? 
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CONNECTICUT GENERAL MEN 
KNOW ESTATE ANALYSIS / 
Pmt 


Because the problems of estate analysis and plan- 
ning are so complex today, it takes a man thoroughly grounded in all 
phases of the subject to deal intelligently with a client’s problems. A Life 
Underwriter who has had this basic training and experience can go far 


toward simplifying the Trust Officer’s problems. 


Connecticut General specializes in giving its representatives a comprehen- 
sive background in estate analysis. The sales philosophy of the Company 
is based upon the ability of its men to render a broad estate planning 
service to clients. Naturally, Connecticut General men, so trained, recog- 
nize the value of the professional services rendered by Trust Officers and 


Lawyers and work in closest cooperation with them. 
When the card reads “Connecticut General,” you can be sure your visitor 


knows estate analysis. You can be sure he is the kind of man you will want 


to work with. 


| CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 





FASHIONS IN EMPLOYEE BENEFIT PLANNING 


Use of Life Insurance in Pension and Profit -Sharing Trusts 


EARL S. MacNEILL 
Trust Officer, The Continental Bank & Trust Co. of New York 


DIFFERENTIATION is called for be- 

tween pension plans and profit-sharing 
trusts from the standpoint of liability as to 
contributions and benefits. In pension plans 
there is no strict liability to make contribu- 
tions but only a moral obligation to keep the 
plan going. There is a spur to conscience, 
of course, in the circumstance that the 
Commissioner may rule a plan out as a tax 
avoidance scheme if its life should be sus- 
spiciously short. The greater spur, how- 
ever, is that an implied promise has been 
made. The involved actuarial computations 
that entered into the construction of the 
plan and the very formality of the plan; the 
booklet describing it and the formulae for 
benefits over which the employees have lov- 
ingly pondered all add up to a pledge of 
permanency so sacred that even in years of 
meagre earnings an employer may very well 
dig into essential reserves to assure con- 
tinuance of his pension program. 


In profit-sharing there is no promise— 
legal or moral, express or implied—in the 
sense that the contributions depend on pro- 
fits. But, technically, there is an obligation 
—until the plan is formally revoked—to pay 
into the trust, each profitable year, that per- 
centage of the profits which is stipulated in 
the plan; whereas under a pension plan, 
“business necessity” may excuse temporary 
or even permanent abandonment of contri- 
butions without formal revocation—even 
though profits have been earned over and 
above pension requirements; so that, para- 
doxically, in profit-sharing, whatever liabil- 
ity there is, is all legal and in pensions 
(short of vesting) it is all moral. 


But the point is that in profit-sharing, 
performance of the promise depends on the 
current work-performance of employer and 
employees, pulling as a team; whereas the 
pension promise is a mortgage on the future 
—and an employee, tiring of his harness, 
may the more willingly relax, sensing that 
there is no immediate traceable relationship 
between his work and the benefits in which 
he has come to have certain rights. 


From address to Boston Life Insurance and Trust 
Council, June 27, 1945. 


As to benefits there is no distinction as 
to kind, quality or degree of liability. The 
liability is absolute—in pensions and profit- 
sharing alike—to pay the benefits prescribed 
in the plan... to the extent that trusteed 
funds are available. 


Small and newer corporations seem to af- 
ford somewhat richer opportunity for profit- 
sharing plans (as compared to pensions) 
than the larger and older corporations do. 
In the very big, old corporation there is a 
lot of fat. Reserves have been built up; pol- 
icies and earnings have been stabilized; 
there is often an “institutional” quality 
about the big, established corporation. With 
such a background, the true pension plan 
harmonizes; it “belongs.” And the reserves 
are there to sustain it. But the small, young 
corporation is lean; it has more future than 
it has past and to that future the men whose 
work counts in the enterprise look—not for 
security, merely, but for the wealth that is 
the measure of their success. Only profit- 
sharing is utterly congenial to such an at- 
mosphere. 


Insurance in Profit Sharing 


As to the use of life insurance in profit- 
sharing, there are fancy applications, such 
as purchase of “key man” insurance by way 
of enriching the profit-sharing trust fund 
with an occasional windfall; such as the ty- 
ing-in of stock purchase plans, supplemented 
by life insurance, in a program looking for- 
ward to eventual employee-ownership of the 
business. But the commonest use, of course, 
is of life insurance or annuities on the lives 
of all participants (on a “money purchase” 
basis) as an “investment” of the profit-shar- 
ing trust fund. 


I am somewhat lukewarm to the use of 
life insurance as the investment of a profit- 
sharing trust. Apart from technical diffi- 
culties that may arise in persuading the 
Treasury that a proffered profit-sharing 
trust is not a pension plan in disguise—and 
the Treasury appears to be insistent that 
never the twain shall meet—the very cer- 
tainties of life insurance seem to me alien 
to the concept of profit-sharing, which by its 
very nature is uncertain or speculative. 
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I have far more sympathy with the use of 
the corporation’s own securities as invest- 
ments for profit-sharing trusts—just as I 
am opposed to them in pensions. The basic 
premise of profit-sharing is stimulation to 
work and plan in the employer’s interest by 
making it also in the employees’ interest. 
Why, then, freeze the employees’ interest by 
comparatively static investment? Let it 
accumulate so that the employee’s opportun- 
ity to translate his loyalty and enterprise 
into profits will not be limited to annual al- 
locations to the profit-sharing fund—plus a 
modicum of interest—but may be reflected 
also in dividends—increased through his ef- 
forts—on the pool of stock in which he is a 
participant. Ideally, not all of the trust fund 
should be in the employing company’s own 
stock; at least a portion of the fund should 
be managed as the corporation’s own re- 
serves may be managed; in the kind of mis- 
cellaneous securities that a liberal trustee 
—under a liberal trust—might buy. But 
even here let there be some hope of gain 
through informed, alert—and fortunate— 
management. 
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Administrative Distinctions 


The corporation has less to do, in the ad- 
ministrative sense, in the operation of a 
profit-sharing plan than it has in the opera- 
tion of a pension plan. There is no annual 
actuarial audit, or the fuss—if the pension 
plan involves trusteed insurance—of obtain- 
ing new policies, or closing out old ones, as 
employees enter or leave the plan or as sal- 
ary increases create new benefit brackets. 
Usually the statistical records are simpler; 
there may be years-of-service waiting—in 
moderation; but age and sex can be ignored. 
Generally there is an annual flurry of com- 
putation; “xX” dollars—according to the 
Contribution Formula—are paid to the trus- 
tee, together with a schedule of credits to be 
made—according to the Allocation Formula 
—to the accounts of the participating em- 
ployees. From there on, unless there are 
decisions to be made by the Plan Committee 
as to manner of payment on retirement or 
on termination of employment, the job is the 
trustee’s. 


To the trustee, the job is just a sort of 
Common Trust Fund, just as a trustee-man- 
aged pension trust is a variant of the Com- 
mon Trust Fund. Whenever contributions 
come in, the trustee will appraise the fund, 
determine the unit value and buy at that 
price, for each participant, as many units as 
the money allocated to the several partici- 
pants will buy. The trustee may be respons- 
ible for the management of the fund or be 
simply an ordertaker if the trust agreement 
instructs the trustee to act upon the Plan 
Committee’s orders. Then, eventually, there 
is a pay-out which may be a simple process 
——may be complex. But generally it can be 
s°id that, in virtually all particulars of man- 
agement, the trustee’s duties are equivalent 
to the duties of a trustee in the operation of 
a trustee-managed pension plan. 


Combination Plan 


Old men (40 and over) prize security 
most and will take it wherever they find it; 
young men think of security (if they think 
of it at all) as a goal for their own winning 
by their own brains and hands—as an ac- 
cumulation of profits. In years that have 
been reaching too long this has been, in the 
realm of business, an old man’s world. In 
war it has been a young man’s world. Some 
day soon it will be a young man’s world .. 
period. In such a world, the appeal of pro- 
fit-sharing may very well cry down the ap- 
peal of slowly-accumulated, actuarially- 
measured pensions. 





Furthermore, the post-war world will be 
a world of very considerable uncertainty. 
There is no need to belabor the point that 
profits may be highly erratic as dislocated 
industries seek to “place” themselves; and 
there should be around no able, honest em- 
ployer the millstone of an overheavy pen- 
sion commitment, express or implied. Fin- 
ally, the very circumstances that may pro- 
duce severe and prolonged financial loss will 
call, with urgence suited to the circum- 
stances, for sharply stepped-up employee 
loyalty; whereas, in the post-war world 
there may be expected greater unrest and 
greater disloyalty, work-stoppage and job- 
turnover. Pensions will hold the older men; 
but pensions will not mean very much to the 
younger, who have lived adventure and may 
discern in uncertainty the very element 
from which fortune may be snatched. 


Thus we come, in good logic, to the ideal 
solution: a combination program of a pen- 
sion plan with modest retirement benefits— 
subsistence benefits, if you will—supple- 
mented by a profit-sharing trust. The older 
men, under the pension plan, can receive the 
past service credits that are justly theirs; 
the younger men, sharing in current profits 
with the older employees, can have the sat- 
isfaction of building a future that is in di- 
rect relation to their labor, skill and ingen- 
uity. 

Such a combination “has everything.” It 
answers an objection previously made: that 
insurance in a sense is alien to profit-shar- 
ing. In the combination plan (which should 
really be—to satisfy the Treasury’s regula- 
tions—two separate plans, with no inter- 
locking and no confusion of aims between 
them) life insurance can figure either whol- 
ly or in large part on the pension side; and 
the separateness of the profit-sharing pro- 
gram can be emphasized by excluding all 
aspects of insurance from it and embracing 
(to a suitable degree) the equity securities 
of the employer as the most effective means 
of capturing the imagination and nourish- 
ing the loyalty of the younger employees. 
Thus, in two coordinated plans, security and 
incentive both can be served; and conserva- 
tism and the speculative urge can join as 
allies. 


Joint Opportunities for Trust and 
Insurance Companies 


Along such lines as these, also, trust com- 
panies and insurance underwriters can work 
together as allies; and as allies bound by no 
mere platitudes but by considerations of the 
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most selfish kind. Where there is now an 
understandable tendency for trust compa- 
nies to go it alone (for in the field of trus- 
tee-invested pension plans they can hardly 
expect to be aided by insurance underwrit- 
ers) and insurance underwriters as a group, 
justifiably outraged, may be feebly inclined 
to cooperate with trust companies in the 
setting up of insured plans involving trus- 
teeships, here is a formula that utilizes both 
trustee-management of securities and trus- 
tee-administration of insurance contracts 
simultaneously. The growing popularity of 
this formula is attested by the numerous 
references to it in the compedium of articles 
recently assembled by the Journal of Com- 
merce. You will hear the same thing in 
conversation with other trust officers, with 
independent employees’ retirement planners 
and with planners identified with insurance 
companies and their agencies—which is the 
most assuring sign of all. If by great good 
luck this should be the pattern of the future 
in retirement planning, then let trustmen 
and life insurance men, working in a fresh- 
ly stimulated harmony, lose no time in col- 
laboration to bring that future close! 
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LABOR PRODUCTIVITY 


CCORDING to the AFL Labor’s Monthly 
Survey (July 1945): “During the war, 
workers’ productivity increased enormously. 
In munitions industries production per man 
hour rose 47% in 21 months (January 43 
to September °44).” From this assertion 
concerning changes in productivity in muni- 
tions industries, the AFL statement goes on 
to allege that “the Little Steel Formula pre- 
vented workers from receiving the wage in- 
creases they earned by their increasing pro- 
ductivity.” It charges first that the bene- 
fits of this increase in productivity “went 
to industry in high profits” and then con- 
cedes that “A large part, but not all, of this 
profit was taken by Federal taxes.” What 
is wrong with this picture? 

In the first place, the argument concern- 
ing labor’s increasing productivity is based 
entirely on the record in munitions indus- 
tries, not on changes in civilian industries. 
Of course productivity increased in these in- 
dustries from January 1943 to September 
1944. An even larger increase could be 
shown if an earlier date, say January 1942, 
had been used for comparative purposes. 
The reasons for this increase are well 
known. Many of these industries evolved 
from what was virtually hand production to 
mass production. In other cases (for ex- 
ample, the steel industry), the concentra- 
tion of production upon a few products, 
thus avoiding the expense and time lost in 
changeover, made possible a large rise in 
output per man hour. These increases in 
productivity were confined to munitions in- 
dustries and were not reflected in civilian 
industries. In fact, productivity in the lat- 
ter area appears to have declined in many 
cases. 

The U. S. Department of Labor has re- 
cently published a study showing that in 19 
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industries for which the product remained 
constant enough to make meaningful com- 
parisons, labor cost per unit of output in 
manufacturing rose by 47 per cent from 
1940 to 1944. According to General Leon- 
ard P. Ayres of the Cleveland Trust Com- 
pany, “For the most part the higher unit 
labor costs reflect increased wage rates. 
Probably they also reflect more overtime 
than would be normal under peacetime con- 
ditions. They also reflect somewhat de- 
creased outputs per man hour.” (our italics) 


Similar conclusions emerged in a study 
ccvering 56 industries prepared by the Na- 
tional Industrial Conference Board. Ac- 
cording to that study, unit labor costs in- 
creased by 30 per cent since 1939. The in- 
crease for flour and other grain products 
was 69 per cent, for cotton goods 52 per 
cent, paper and pulp 49 per cent. Since unit 
labor costs reflect the combined effects of 
changes in hourly wage costs and in pro- 
ductivity, these data show clearly that the 
increase in hourly earnings has far exceeded 
the increase in productivity during the war 
period. 


The Labor’s Monthly Survey article states 
as justification for a further wage increase 
that “As industry converts to peacetime 
work, installs new machines and gets back 
skilled workers, productivity will rise fast in 
civilian industries. An overall increase of 
at least 30% in production per man hour is 
forecast for manufacturing in general in 
the first three post-war years.” Since it is 
clear that in civilian industries labor pro- 
ductivity has not increased significantly and 
on the contrary has declined in many cases, 
this forecast means that three years after 
the war ends productivity will be somewhat 
less than 30 per cent above that in the pre- 
war period. But straight time hourly wages 
have already increased 37 per cent. Accord- 
ing to the labor estimate, therefore, this in- 
crease in earnings will not be equalled by 
the increase in labor productivity even three 
years after the war ends. Where, in these 
data, is there any justification for a further 
rise in wage rates at this time? 





Selected Readings 


“Are Second Grade Rail Bonds High?’”—by 
Marshal Dunn, in The Analysts Journal, July. 

“Railroad Equipment Trust Financing”—by 
John Stevenson, in the same publication. 

“Are Preferred Stocks Step-Children of the 
Market Place?”—in The Exchange, July. 








GROWTH OF TRUST OPERATIONS 


Federal Reserve Banks Hit Peak in Gross Earnings* 


RUST departments of all [Federal Re- 

serve] member banks experienced their 
most active year in 1944. Gross earnings 
from trust operations, the only available in- 
dicator of the over-all volume of operations, 
reached a new peak of 104 million dollars 
last year and were 8 per cent above the level 
of the previous peak of 96 million in 1943 
and 30 per cent above the predepression high 
point of 80 million in 1930.1 And, as illus- 
trated in the accompanying chart, the 1930 
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from Trust Departments 
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* Data for 1925 not available by districts. 





gross earnings were twice those for 1925 
(the first calendar year for which data are 
available). 

Trust departments have been a growing 
source of bank revenue. Not only did trust 
department earnings increase faster than 
bank income from other sources during pe- 


*Digested from Monthly Review of Federal Reserve 

Bank of New York, July, 1945. 

1. Owing to the difficulty or impossibility of finding a 
common denominator of all trust functions, gross 
income from trust operations has been adopted as 
the one over-all measure of the volume of fiduciary 
operations of the member banks. Its weakness de- 
rives from the fact that changes in earnings may 
refiect changes in fees charged as well as in the 
volume of trust operations. Throughout this ar- 
ticle, trust earnings of member banks refer to gross 
earnings from all the many services performed by 
trust departments including corporate trust, per- 
sonal estate and trust, agency, custodial, real estate, 
and investment management functions. No infer- 
ence can be drawn from these data as to the profit- 
ability of these operations, as data on the cost of 
supplying the services are not available for all 
member banks. 


riods of active or expanding (peacetime) 
business conditions, such as 1925-29 or 1933- 
37, but they fell much less drastically during 
the depression of the early thirties. Thus, 
trust operations have accounted for an in- 
creasing proportion of gross earnings of the 
member banks each year, rising from 2.1 
per cent in 1925 to 7.3 per cent in 1937. In 
1944, however, trust departments contrib- 
uted only 5.6 per cent of total bank income, 
owing to a sharper rise in revenues from 
other sources, primarily interest on Govern- 
ment securities. 


A little less than a third of all member 
banks operated trust departments during 
1944, and the importance of trust earnings 
to such institutions was relatively much 
greater. And, owing to the fact that the 
bulk of the trust business is done by the 
larger banks—the New York central re- 
serve city banks alone accounted for over a 
third of total trust department earnings of 
all member institutions last year—fiduciary 
activities are most significant for the largest 
institutions. The tendency of fiduciary 
operations to increase in relative importance 
with the size of banks may be seen from the 
accompanying table, which relates only to 
those banks in the New York District that 
reported trust earnings in 1944, 


Trust Department Earnings of New York 
District Member Banks by Size Bank, 1944 


Trust earnings 
as per cent of 
total earnings* 


Deposit size 
(In millions of dollars) 


Outside Greater New York City 
Under 2 MaRS = 3.1 
SB 2.0 
I Tat i 3.0 
20 and over ____. aes 4.6 
Greater New York City 
Under 100 ___ : : 8.2 
100 and over ___. 12.7 


*Data are averages of ratios of individual banks; only 
those banks reporting trust department earnings are 
included. 


The increase in trust department earn- 
ings of the member banks has not been as 
rapid in the New York Federal Reserve Dis- 
trict in recent years as in other parts of the 
country. For although income from fiduci- 
ary operations rose during 1943 and 1944 
among member banks in the Second District, 
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as well as in all other districts, the earnings 
of the Second District members in 1944 
were still 7 per cent below the 1937 figure, 
while those of the member banks in the 
eleven other districts were 22 per cent high- 
ae 
The recent decline in the relative position 
of the Second District members with respect 
to trust department earnings may well be 
transitory, owing to the nature of the trust 
business in this District, a much larger pro- 
portion of which consists of corporate trust 
and agency accounts than in the rest of the 
country. This holds particularly true of the 
large New York City banks which accounted 
for close to 90 per cent of the District’s trust 
department earnings last year. The income 
from this type of trust business .. . is to 
some extent dependent on the volume of 
new corporate and State and municipal is- 
sues floated, and on the volume of . stock 
trading. Activity in the capital markets, 
however, fluctuates sharply and consequent- 
ly imparts some instability to the trust earn- 
ings of the Second District banks. Thus, 
the relative decrease in the position of these 
banks after 1937 stems from lesser activity 
in the security markets... 
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The trend of trust operations in the other 
eleven districts has been strongly upward, 
apparently reflecting increasing participa- 
tion by banks in other cities in the corporate 
trust business as well as a growing demand 
for estate and trust services on the part of 
individuals... 


The divergence in the earnings trends of 
the trust departments of member institu- 
tions in the New York and other Federal 
Reserve Districts may also be related to 
some extent to differences in rates charged 
by bank trustees in the various States, par- 
ticularly on personal trust business. 
Changes in the statutory fees for trustees 
have been rather frequent in many States 
outside of the District and the trustee rate 
structures in such areas are comparatively 
up to date... But in New York (which 
dominates this District) no revision of such 
commissions was made for 20 years until 
September 1943... 


The expansion of the volume of trust 
operations of the member banks in more re- 
cent years is, in some respects, even more 
impressive than in the twenties, as it was 
achieved in spite of the generally reduced 
volume of new capital issues and security 
trading, and of the development of such un- 
favorable conditions as high income taxes 
which tended to reduce individual accumu- 
lations of funds and thus ultimately the size 
of estates, and high estate and gift taxes 
which in turn tended to reduce the size of 
trusts administered by the banks. At the 
same time, declining money rates reduced 
the earning power of the investments held 
in trusts and so reduced fees collected from 
their administration (where fees are based 
on a percentage of the income from trust 
accounts). Thus, the volume of trust oper- 
ations appears to have increased even more 
rapidly than the earnings from such opera- 
tions shown in the chart.” 


Offsetting these unfavorable developments 
has been the expansion of several new 
sources of business. Notable among these 
is the growth of pension trusts... Other 
expanding phases of trust operations include 
the administration of small estates and 
trusts (the latter made more economical 
through the development of the common 
trust fund device), the offering of invest- 
ment management services, and the han- 
dling of insurance trusts and stock purchase 
agreements. 


2. This is also true of the period of the twenties when 
keen competition for trust business amcng banks in- 
troduced some rate-cutting. 





The efforts of the banks to expand their 
personal trust operations have been aided 
by the increased emphasis placed by indi- 
vidual investors on safety of principal fol- 
lowing the unfavorable investment expe- 
rience of the depression, and by the in- 
creased complexity of the investment prob- 
lem and of the estate and inheritance tax 
situation. Both these developments led to a 
growing appreciation and use of the special- 
ized facilities offered by bank trust depart- 
ments. 

Several factors point toward further 
growth in the fiduciary activities of the 
member banks. Post-war financing of cor- 
porate expenditures for reconversion and 
expansion through new security issues may 
bring further expansion in the corporate 
trust field. Continued growth may be anti- 
cipated in pension trusts and other new 
sources of business including stock purchase 
agreements and investment management ac- 
counts. 

Furthermore, the marked increase in in- 
comes (after taxes) of individuals, parti- 
cularly small businessmen, which has oc- 
curred during the war provides the basis for 
increased personal trust business, especial- 
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ly small estates and trusts. This develop- 
ment may be especially propitious for the 
smaller banks which have not been particul- 
arly active in this field in-the past. Surveys 
of the ownership of demand deposits con- 
ducted by the Federal Reserve System indi- 
cate that personal accounts and the accounts 
of small business enterprises (which in 
many cases are tantamount to personal ac- 
counts of the owners of such enterprises) 
have shown considerable expansion during 
the war, and practically all dealings of the 
smaller banking institutions are with indi- 
viduals and small businesses. 


Oregon Trust Assets Up 


Trust funds administered by ten institutions 
in Oregon amounted to $102,308,590 on Decem- 
ber 31 last, according to the recent annual 
report of the State Banking Department. This 
figure includes almost seven millions of cgrpor- 
ate trusts. The total represents a gain of 
close to ten millions in one year. Gross trust 
earnings for the state institutions only (the 
above figures include national banks) were 
$56,362. 
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INCREASE IN MARGIN REQUIREMENTS 


HE increasing concern of the federal 

authorities over the speculative boom 
developing in the stock markets was reflect- 
ed in the action of the Federal Reserve 
Board in raising margin requirements from 
50 per cent to 75 per cent. This was the 
third action taken this year to impede in- 
cipient speculation. Last February margin 
requirements were raised from 40 per cent 
to 50 per cent. Then in March, the Stock 
Exchange prohibited margin purchases of 
stocks selling at or under $10 a share and 
set a minimum equity of $1,000 for all new 
margin accounts. The current margin re- 
quirement of 75 per cent is the highest ever 
set by the Federal Reserve Board. 

These measures to tighten margin re- 
quirements will have little effect upon specu- 
lative trading. Practically all observers are 
agreed that cash purchases rather than mar- 
gin trading were the predominant factor in 
the rising market during the first half of 
this year. In fact, brokers’ loans to carry 
securities other than governments currently 
are $900,000,000 as compared with $726,- 
000,000 at the beginning of the year. 


This volume of brokers’ loans may be 
compared with the wartime increase of $18,- 
000,000,000 in money in circulation and 
$44,000,000,000 in demand deposits. Clear- 
ly, even if margin trading were completely 
eliminated the means are available to 
finance an enormous boom. And as long as 
we have recourse to the banks for a large 
part of our wartime spending, this volume 
of free cash will continue to increase. Mr. 
Morgenthau reported that of the $211,000,- 
000,000 in the public debt from July 1, 1940 
to July 9, 1945, $89,000,000,000 was held by 
the commercial banks and Federal Reserve 
Banks. 

Other factors contributing to the rise in 
securities prices have been the increase in 
earnings over the pre-war period, the fact 
that large reserves are being built up, the 
decline in interest rates which has increased 
the value of a given amount of earnings, and 
the restricted volume of new investment op- 
portunities outside of government bonds. 
Neither the increase in margin require- 
ments nor the proposed taxes on speculative 
profits will act to correct these pressures. 








Das fon 
Sund, 


Massachusetts 
Investors 


‘Trust 


Write for prospectus relating to the shares 
of either of these investment funds, each 
of which is managed independently of the 
other by a different management group. 


VANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 


NEW YORK 
61 Broadway 


CHICAGO 
120 South LaSalle Street 


LOS ANGELES 
210 West Seventh Street 





J. R. T. IN BANKING 


A Human Relations Program that Builds Teamwork 


ARTHUR S. GREINER 
Manager, Personnel Training, National Bank of Detroit 


BANK in itself is an impersonal ma- 

chine, but the people who carry out its 
business are not. People are what make 
banks the financial backbone of the nation. 
If you accept that assertion as a premise, 
you must admit that every operation which 
those people perform is an atomic part of 
the bank. Fundamentally, then, banking, 
like industry, is a series of operations which 
must be executed by human beings. 

Since people are what make any business 
function, its employees should be the princi- 
pal concern of any business. We have to 
make these men and women real partners in 
our undertakings and to instill in them the 
spirit we have in pursuing our objective. If 
we are willing to treat our fellow employees 
as mere cogs in an automatic machine, we 
must not expect them to react with the spon- 
taneity of living beings. Our subordinates 
will not develop much enthusiasm for our 
cause unless we, in our official relations with 
them, are willing to fight for their cause. 


The Problem of New Responsibilities 


At times we are apt to think only of pro- 
duction. This is what was happening to 
us at the beginning of the war-time push. 
The National Bank of Detroit had a fine sys- 
tem of supervisory staff meetings in opera- 
tion as far back as 1933, but with the pres- 
sure of circumstances these meetings were 
dropped and communications to the staff 
were given out in bulletin form or passed on 
by word of mouth. 

It is easy to see the difficulties arising 
from this method. Questions were being 
directed to supervisors and each one was be- 
ing answered to the best of his ability. Nat- 
urally many matters regarding policy were 
answered many ways. In some instances, 
people not quite ready for the job were 
pushed into supervisory positions because 
of increased work and shortages of help. 
They were not fully qualified to handle all of 
the problems which presented themselves, 
but the work had to be done. 

They did not have enough training for the 
new job. In 1944 it was decided to estab- 
lish a Training Department, not only to take 
over the training of new personnel but to re- 


establish our former supervisory meetings 
and through well-planned conferences, to 
discuss operational problems and to present 
a program to develop a closer management 
consciousness. 


What Makes a Supervisor 


A “supervisor,” says Training Within In- 
dustry Division of W. M. C., “is anyone in 
charge of people or who directs the work of 
others.”’ Obviously, one who is placed over 
a group of three girls in the Distribution 
Department, for example, is a supervisor. 
So also is the president of the bank. Both 
work with groups of people, thus every in- 
termediary step from a group leader to bank 
president is a supervisory position. 

Some people are born leaders and work 
well with others naturally but unfortunately 
they are all too few. Others, while fully 
competent to do a complete and thorough job 
themselves, have not the native ability to 
transmit this faculty to others or, having 
that ability, fail to take into consideration 
the percentage of human error and the rea- 
son for it. Right here is where the “Job 
Relations” program is literally an answer to 
a prayer. The training of a supervisor is a 
five-part job requiring: 


. Knowledge of work 

. Knowledge of responsibilities 
. Skill in improving methods 

. Skill in instructing 

. Skill in leading 


Foundation of Good Relations 


We are concentrating on skill in leading 
at the present time. This program, adopted 
by the American Institute of Banking from 
the T. W. I. course, offered us just the me- 
dium we were looking for to start off the 
leadership or human relations phase of our 
series of meetings. The job relations pro- 
gram could well be described as a stream- 
lined course combining training and prac- 
tice in the skill of leading. 

A supervisor gets results through people. 
Good supervision prevents many problems 
but the supervisor must know how to handle 
those that do arise. Opinions and feelings 
must be searched out and considered along 
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with the facts. The supervisor must watch 
the timing of his action and check up and 
watch for the effect on his objective, on the 
individual, on the group and on production. 
This course or program establishes the fol- 
lowing foundations for good relations. 


. Let each worker know how he is get- 
ting along 

. Give credit when credit is due 

. Tell people in advance about changes 
that will affect them 

. Make the best use of each person’s abil- 
ity 


Facts and Acts 


Because changes do occur and problems 
do arise, the supervisor needs to have skill 
in handling situations within his responsi- 
bility. Often he is on the spot and feels that 
he must do something immediately. Hasty 
action may mean that he will have a more 
difficult situation to handle later. 

When a problem arises, he must first get 
the facts—be sure to have the whole story. 


He must weigh and decide—don’t jump to 
conclusions. 
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He must take action—not pass the buck. 


He must check results—did the action 
help production ? 


One of the most difficult phases of a su- 
pervisor’s job is that of giving consideration 
to the importance of people in a problem sit- 
uation and knowing what is important to 
each individual person. This is not simply 
a matter of determining what is right or 
wrong or deciding what is just and unjust. 
It may be thought to take too much time, 
but the day-by-day use of this skill in deal- 
ing with people will save time in the long 
run. If you know your people well enough 
to build them into a smoothly operating 
team, you will be playing a mighty impor- 
tant part in banking. 


The Six Sessions 


Here at the National Bank of Detroit the 
training manual prepared by the A. I. B. is 
followed on the prescribed five two-hour ses- 
sions and we have added a sixth session. As 
to the first five meetings the principles de- 
veloped in the outline are thoroughly dis- 
cussed and examples presented on the first 
day. The next four sessions are spent cn 
human relations problems which the group 
has met and the measuring stick is applied 
to the solution of each case. Of course, 
many of these problems have been wrongly 
handled because, as the group will point out, 
one of the steps was not given due consid- 
eration. 


By the time each group has spent a week 
applying this measuring stick they are thor- 
oughly indoctrinated with its values. Later, 
when decisions made do not produce the de- 
sired results, if each supervisor can test 
himself and not be found wanting on any of 
the steps in handling problems or on the 
fundamental points for good relations, he 
has done the best that is humanly possible. 


At the sixth session 2 or 3 top ranking of- 
ficers are present. This meeting is entirely 
unplanned and unrehearsed. The group is 
asked to discuss and question any policy 
that may be bothering them or which seems 
to be uppermost in the minds of their staffs. 
This sixth meeting brings management 
much closer to its workers through the su- 
pervisors and meshes supervisors into man- 
agement. Because our policy has always 
been one of very frank discussion, every 
question is answered openly and completely. 
Over the years this sharing of even the most 
confidential information has produced the 
desired results, and to the best of my knowl- 





edge these confidences have never been di- 
vulged. 


Our employees’ clinic, so called, will in- 
clude round table meetings of small groups 
of supervisors (never more than ten). These 
supervisors include branch office managers 
as well as main office department managers 
and supervisors. A topic such as “Mort- 
gage Department Operations” is arranged 
for discussion at a particular conference 
meeting and.the supervisors together with 
the head of the Mortgage Department dis- 
cuss their mutual problems—operations, 
prospective business, competitive practices, 
etc. The same conference group may meet 
next on Foreign Department problems and 
so on. Notes are kept of the material dis- 
cussed to not only refresh the department 
heads on the coverage but to supply stimu- 
lation for discussion by further groups on 
the same topic. 


Stepping Stone to Teamwork 


These job relations meetings have pro- 
vided a fine stepping stone to the re-estab- 
lishment of a definite supervisory training 
program. Conferences are being planned 
for the fall and winter season in which small 
groups of supervisors from our branch of- 
fices, as well as main office, will discuss, with 
heads of departments, their mutual prob- 
lems. 


These ideas are a starting point. The 
future stretches far on to that place where 
personal pride and a feeling of usefulness 
supercede mere dollars and cents. Our coun- 
try was born and nurtured on the theory 
that anyone might be President. In late 
years, (with the growth of banks and indus- 
try) clerks have been too far removed from 
top-management. An employee clinic such 
as we are experimenting with seems an ef- 
fective means of bringing the whole team 
together. 





The Philadelphia National Bank has an- 
nounced the appointment of Louis W. Bishop 
as an assistant vice president. He was vice 
president and cashier of the State-Planters 
Bank and Trust Co. of Richmond, Virginia, and 
has done excellent work in bank studies and 
operations as chairman of the Committee that 
issued the manual “Standard Forms and Sys- 
tems,” and in other capacities. He is presently 
a member of the Bank Management Commis- 
sion, A.B.A., and chairman of the committee 
that issued the anual “Simplified Banking 
Forms and Procedure.” 
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Transfer of Trust Securities 


The sixth study in the third series of Studies 
in Trust Business by Gilbert T. Stephenson 
discusses the various methods in use for the 
prompt, easy and inexpensive transfer of 
securities held by fiduciaries. Nominee regis- 
tration is only slightly touched upon as that 
subject was discussed in a previous study. Af- 
ter discussing the responsibilities of the fidu- 
ciary, the corporation and the transfer agent, 
and the consent by state authority to transfer, . 
Mr. Stephenson describes the conditions of 
transferring stock on the corporation’s books. 
In the latter connection he deals with the func- 
tion of the legislature, the corporation and the 
fiduciary in expediting transfer. Next to Sec- 
tion 3 of the Uniform Fiduciaries Act, the 
author deems nominee registration the best 
expedient and urges the remaining 28 states to 
adopt permissive legislation. 


0 


An increase of over 13 millions in trust as- 
sets of state institutions is reported by the 
North Carolina Commissioner of Banks, the 
total at the end of 1944 being $124,721,270. 
The trust departments of these banks had 
gross earnings of $681,865 last year, compared 
with $609,918 in 1943. 
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— THE CAPITALABOR TEAM — 


Under this heading, we are from time to time reporting and dis- 
cussing developments which have promoted, or promise to promote, the 
mutual welfare of employees, employers and those who provide the 
capital tools with which they work.—Editor’s Note. 


LABOR LEADERS MEET DIRECTORS 


“Prior to the war, union officers from the 
several factories met with the directors of the 
Armstrong Cork Company, and visits were 
scheduled to Lancaster for certain union offi- 
cers and committeemen from each factory so 
that once each year the union officers from 
each plant had an opportunity to meet the 
Board of Directors and visit with other man- 
agement officials at the general offices of the 
Company. These meetings, we believe, were 
extremely helpful in bringing about a mutual- 
ity of interest, and we regretted that the diffi- 
culties of transportation during the war period 
caused us to suspend them temporarily.” 


E. J. KESSLER, Director ,of Labor Relations, Arm- 
strong Cork Co., Lancaster, Pa. 


BETWEEN PATERNALISM AND 
INDIFFERENCE 


“It is the belief of those of us entrusted with 
the management of the Company that human 
beings are far more important than machines. 
It is our belief that the people who work for 
us and for you are human beings first and 
employees after; that it is our duty to see that 
our workers’ health and happiness are as fine 
as we can make them. This is not as easy a 
task as it sounds. We must steer a course 
between the paternalism so repugnant to the 
American worker, and indifference. We must 
help all we can without trampling upon that 
most precious possession of free men and wo- 
men — their pride.” 


HENRY P. BRISTOL, Pres., in Annual Report of 
Bristol-Myers Company. 
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POST-WAR PLANS FOR VETERANS 


One novel approach is that of Cities Service. 
Executives of the organization, at the sugges- 
tion of president W. Alton Jones, wrote each 
of their three thousand-odd employees in. mili- 
tary service early in the year, asking them to 
indicate what their plans were upon their re- 
turn. 


“Tt is, of course,” he stated, “an obligation 
of every company to see to it that its former 
employes are offered an opportunity of taking 
up again their jobs and finding their place in 
the peace time world.” However, it is the com- 
pany’s policy to go a step further. As one 
executive put it in his letter ot the servicemen 
of his organization, “Instead of telling you 
about our plans for the future, we would like 
you to tell us of yours.” 


Ninety-nine percent of those replying thus 
far want to return to the company. Seventy- 
three percent expressed a wish to come back 
to their old jobs, even though the letter encour- 
aged the men to describe any new interests 
they might have developed. 


The early reports show definitely the desire 
for vocational guidance and further education. 
Several plan to take advantage of the G.I. Bill 
of Rights in this connection.., 


For its own part, the company is studying 
the most effective ways of utilizing the added 
training, skill and matured judgment of former 
employees who will be returning from service, 
in accordance with their expressed desires. 
Plans are under way to coordinate policies 
among operating companies in order to bring 
about such objectives. 


“Blueprints from Foxholes’’ by Robert I. Marshall 
in April, 1945 “‘Service’’ of Cities Service Co. 


COMPANY “INFORMATION PLEASE” 


The Chicago Employees Forum, conducted 
by Sears, Roebuck & Co. for keeping employ- 
ees posted on company developments and 
progress, and keeping management close to 
employee problems and interests — held its 
final meeting of the year recently. This meet- 
ing coincides, each year, with pre-release of 
the annual report and is part of an extensive 
industrial relations program. Chairman and 
president are the “quiz kids” for employees’ 
questions about operations, future plans, 
profits and bonuses. 





PROTECTION FOR CORPORATE CHARTERS 


Telling Story of Social Contributions via Annual Reports 


EDWIN B. DOOLEY 
Director of Public Information, General Foods Corp., New York* 


HE purpose of a program of corporate 

public relations today is not merely to 
establish between the company and the pub- 
lic a thorough and happy understanding of 
the corporation’s activities and its services 
to the public, but also to sell to the public 
the system of economy that makes corporate 
existence possible; namely, our capitalistic 
system—our American way of life. 

There are in this country powerful move- 
ments to saddle us with the political think- 
ing of Europe—with economic philosophies 
invariably saturated with a heritage of col- 
lective failure and misery. 

The question today is, which shall be the 
choice—competitive business with freedom 
of speech and press, of assemblage, of re- 
ligion, of who shall govern us—or collecti- 
vism and planned economy, with the ulti- 
mate loss of every freedom that has made 
this country great—has given us the mar- 
velous productive and opulent economy in 
which we live. 

Just as men in the business of selling instruct 
salesmen that in order to sell the product of 
the company they must first sell themselves 
to the customer — so it is with corporations, 
particularly quasi-public corporations — they 
must sell themselves first to an increasingly 
acquisitive public — and secondly, they must 
sell capitalism, — sell our own way of life, — 
free enterprise, if you will, — or else it fails 
and they fail. 

A charter of incorporation is not worth the 
paper it is written on, without 
the public’s approval to support 
it. Too often, public relations 
is thought of as a veneer to 
cover up corporate flaws. Noth- 
ing could be farther from the 
truth. Unless a company can 
stand the full light of day, un- 
less a complete exposition of its 
functions will win friends, and 
the approval of the public, a 
public relations program is not 
in order. 


*Excerpts from address_ before 
Sales Executives Club of New York, 
June 12th. 


EDWIN B. DOOLEY 


In these days of changing public opinion — 
of high emotional strains and pressures — of 
shifts in social and political thinking — an 
understanding of what goes on in the mind 
and heart of the public is quite as important 
to a business as is the number of customers 
or the extent of its sales. 

For years industry has been too inarticulate 
for its own good. It has not told its story — 
the story of its total contribution to the gen- 
eral public — to the welfare of the country 
and the investors — often enough and effec- 
tively enough — until comparatively recent 
times. . . The annual report, speaking as it 
does for the company and to the company’s 
owners, can and does permit corporations a 
hearing before the council table of public opin- 
ion, which cannot help but do great good. 

Many companies today which consider the 
annual report one of their most valuable tools 
of public and stockholder relations distribute 
it widely to men who exercise influence in 
banking, business and investment fields and 
whose opinions carry weight. 

The annual report provides a splendid op- 
portunity for certain businesses to show how 
they render specific service to the nation by 
constantly producing better products and ser- 
vices at lower prices, through an efficiency 
that reconciles a low cost policy with the pay- 
ment of high wages and the creation of more 
jobs. 

Today, when capital is a subject in which 
virtually everyone is interested, when its very 
rights are being questioned in 
many quarters, it is only natur- 
al that stockholders feel they 
have an inherent right to know 
the full story of what is going 
on in a company. 

By means of an intelligently 
planned and properly edited © 
annual report, stockholders can 
get from the management a 
comprehensive picture of the 
company’s progress and devel- 
opment — of its earnings, div- 
idends — its past record and an 
indication of its prospects — 
of its research — the effect of 
taxes — production accomplish- 
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ments — the amount of wages and salaries 
paid — the kind of employe benefits — educa- 
tional services on behalf of the public good — 
salaries of executives and the reasons for them 
— the distribution of stocks — impact of war 
and reconversion, etc. 


Stockholders, I can assure you, are not in- 
terested only in dividends, surprising as that 
may seem. Studies have shown that, by and 
large, shareholders are broadminded enough 
to consider the longrange interest of the com- 
pany along with their own interest in the 
form of immediate profits. 

In recent years some large companies who 
know the value of stockholder good will have 
used surveys to ascertain stockholder thinking. 
Through the medium of a questionnaire they 
learn what the company’s own shortcomings 
are, what the stockholder resents or dislikes, 
and what the company should do to make 
friends of the owners. 

It is essential that a company have the good 
will of its stockholders for a number of rea- 
sons, not the least of which are— 


1) They constitute a pressure group for the 
purchasing of the company’s products. 
2) Their good will is an asset to the whole 
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enterprise as each of them influences his 
family, friends, and neighbors. 

3) Their good will helps assure smoother man- 
‘agement by reason of adequate manage- 
ment proxies. 

4) Pleased stockholders may save the com- 
pany large sums of money in instances 
where refinancing is in order. 

5) Contented stockholders indirectly have a 
bearing on the opinion of investment coun- 
sel, bankers and brokers whose good will 
is obviously important. 


Public relations means the whole relation- 
ship of the public with the corporation and 
of the corporation with the public . . . That 
implies that every phase of a company’s activ- 
ities must be examined critically for every 
possible defect; to the end that all discovered 
flaws and blemishes be removed ... sources of 
criticism eliminated. There are several pub- 
lics of a corporation, depending, of course, 
on the type of corporation . .. All require 
special technics and special treatment ... In 
a stock company selling consumer goods, they 
consist of: 


Employes 
Stockholders 
Communities 
Trade 

Press and Radio 
Suppliers 
Consumers 
Government 


Unless a corporation has good employe re- 
lations — a happy home life, so to speak — 
any public relations program it might develop 
would be flavored with hypocrisy ... A cor- 
poration’s house must be in order or its public 
relations lacks a solid foundation. 


0 


New High in Trust Earnings 


This year the gross ($304,424) as well as 
net, earnings of our Trust Department were 
the highest in our history. A large part of the 
increase, however, was due to non-recurring 
fees. Assets received in new accounts during 
the year exceeded last year’s total, and the 
book value of total estate, trust and agency 
assets at the year-end reached another all-time 
high. The accounts in our hands range in size 
from less than $1,000 to several millions of 
dollars. Our commingled trust funds, in which 
we are pioneers, with 15 years of experience, 
have proven to be of distinct value in providing 
safety, coupled with investment diversifica- 


tion, for the small and moderate sized trust. 
JOHN B. JESSUP, president, Equitable Trust Co., 
Wilmington, in annual report to stockholders 
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SELECTED ISSUES IN POST-WAR TAXATION 


ROY BLOUGH 
Assistant to the Secretary of the Treasury 


E face some of the most difficult tax 

problems in our history. One of the 
complicating factors is that there is less 
room for tax reduction than most people ap- 
pear to expect. The limited scope for reduc- 
tion and the imposing size of the remaining 
tax burden make it doubly important that 
extreme care be exercised in shaping the 
post-war tax structure. Otherwise, it may 
be impossible to maintain the high level of 
consumption, business activity, and employ- 
ment which we must have if we are to bal- 
ance the budget and cut down our national 
debt. 


The Treasury and Congress have continu- 
ously kept the problems of post-war taxation 
in their field of vision. Although the wartime 
tax system will not serve and was never in- 
tended to serve as a post-war tax system, 
many of its provisions have a post-war orien- 
tation. For example, the carryback of unused 
excess profits credits and the carryback of 
business losses were enacted as a means of 
permitting deferred costs and _ reconversion 
costs and losses to be charged against wartime 
income even if they were not incurred until 
after the end of the war. Furthermore, the 
1942 act set up a post-war credit or refund 
of 10 percent of the excess-profits tax. 

The nation’s revenue needs are, of course, 
still so pressing as to rule out immediate tax 
reduction. The Congressional Joint Committee 
explained why they do not recommend that 
existing tax rates be reduced at the’ present 
time: 


“1. It has been estimated that the Federal 
Government will spend for the one front war 
at the annual rate of about $70,000,000,000. 


“2. It appears unlikely that there will be 
any serious general unemployment during the 
period of the Pacific war. Such unemployment 
as may exist will largely be caused by un- 
avoidable delays in the reconversion of plants 
to peacetime production. General tax reduc- 
tions could do little to help these isolated areas. 

“3. Inflation will continue to be a danger 
during the period of the Pacific war.” 


Restrictive Factors 


Tax reduction serves as an effective lubri- 
cant for tax readjustment. The goal towards 
which people both inside and outside the Gov- 
ernment are working is thus not only lower 
taxes, but better taxes. No one can tell at 


this time how much tax reduction can be 


Before the New England Council Boston, June 22nd. 


rightfully expected in the post-war period, but 
its magnitude will be disappointing to many of 
our tax optimists. 

The yield of any given tax structure and 
set of tax rates is determined largely by the 
size and distribution of the national income. 
Among the factors affecting the national in- 
come are the size and the distribution of the 
tax load itself, not to mention the amount and 
pattern of Government expenditures. These 
interlocking relationships rob the tax future 
of its quantitative certainty. 

Despite the uncertainties the area for post- 
war tax reduction is relatively small, and 
the post-war level of business activity and 
employment will have much to do with the size 
of that area. 

High-level production and, with it, high-level 
employment can be sustained only if there is 
a high level of total demand. The source of 
that demand is a combination of consumers’ 
expenditures, business expenditures, and Gov- 
ernment expenditures. If one of these shrinks 
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without a compensating expansion in the other 
two, we pay the price of increased unemploy- 
ment. In the coming transition years, the 
slack created by rapidly shrinking Government 
expenditures must be taken up by expansion 
in consumer and business expenditures. 


Tax revision plays an important but by no 
means exclusive role in this picture. The major 
economic objective of tax policy is to raise 
any designated amount of revenue in the man- 
ner most compatible with full employment. 
From this it follows that, in reducing taxes, 
attention should be directed toward selective 
or specific reductions where they can do the 
most good for the economy. The tax paring 
knife should be applied where it is most likely 
to stimulate investment and remove restraints 
on consumer markets. Attention to tax struc- 
ture is made all the more imperative by the 
fact that taxes will have to be high. 


Economics of Taxation 


Many questions must be answered before 
we can decide what tax measures have the 
most favorable economic overtones. 
ample, there is the basic question: Which taxes 
are less discouraging to a high level of em- 
ployment and business activity, those which 
fall chiefly on consumption, or those which 
fall chiefly on investment? One also comes 
face to face with a related question: At what 
point do taxes take hold on incentives? Is it 
on the incentives of the individual investor, 
or is it on the incentives of the business man- 
agers? 

Tax rates and exemptions are only a part of 
the, story. More and more, it is becoming 
recognized that non-rate factors may have 
fully as great an impact on people’s willingness 
to incur business risks. For example, in com- 
puting income and profits taxes, the tax deter- 
rents to risk-taking can be materially lessened 
by permitting the losses of one year to be off- 
set against gains in other years. A five or 
six-year carryover of losses is widely advo- 
cated. Loss offsets make the Government a 
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partner in losses as well as in gains, thus im- 
proving the terms of the investment bargain. 


Another proposal designed to improve in- 
vestment odds without changing rates and ex- 
emptions is the allowance of accelerated de- 
preciation. This proposal would allow taxpay- 
ers to write off capital assets more rapidly 
than would be considered reasonable in com- 
puting income under any generally accepted 
accounting practice. The chief direct effect 
would be to postpone business taxes with re- 
spect to earnings of a new asset by enlarging 
the deduction for depreciation in the early 
years of its life and accordingly shrinking the 
deduction in the later years of its life. 


The question of when acceleration, if al- 
lowed, should go into effect, is one of several 
knots that would have to be untied before a 
plan could be put into operation. Other ques- 
tions, for example, are whether acceleration 
would be limited to machinery and equipment 
or extended to plants and other buildings, and 
whether it would be limited to small businesses 
or extended to large and small alike. 


Simplification and Certainty 


The simplification of the tax system, and 
especially of the income tax, is another worth- 
while tax objective. The income tax is in gen- 
eral self-assessed. The cooperation and good 
will of the great majority of taxpayers are 
necessary to its successful operation. Tax- 
payers must understand the taxes they are 
called upon to pay if cooperation and good will 
are to be fruitful. Unfortunately, a tax that 
ranks high in equity usually ranks low in sim- 
plicity; there must be a partial sacrifice of 
each in order to achieve the other in satisfac- 
tory degree. Any broad view of tax simplifi- 
cation must distinguish between the complica- 
tions which affect the few and those which 
affect the many. A great deal of progress has 
already been made in simplifying taxes for the 
many. 

Finally, the taxpayer and especially the bus- 
iness taxpayer desires and needs the maximum 
possible certainty in the tax structure and in 
tax rates so that he may plan with more as- 
surance. This objective ranks high in the 
factors which should influence post-war tax 
adjustment. It cannot be expected that in a 
world full of change the tax structure or tax 
rates can be kept rigid. One may also ob- 
serve that a large proportion of tax changes 
arise from the demands of taxpayers who be- 
lieve they are not being equitably treated un- 
der existing law. Moreover, the Government 
cannot stand by and fail to ask for changes 
which experience has demonstrated are neces- 
sary. Nevertheless a good deal can be done to 
prevent avoidable tax changes. To achieve 
maximum stability it is important that the 
post-war tax revisions be made with great care 
and after adequate study so that a minimum of 
later correction will be required. 





CEILINGS ON CORPORATE YIELDS ? 


HE $250 billion national debt, which we 

have already built up plus the further 
increases as the war goes on, are bound to 
have repercussions which have yet to be 
seen or felt. One thing seems certain, that 
the government cannot afford to let the ap- 
proximately 80 million investors in U. S. 
government obligations suffer principal de- 
preciation as happened after the last war 
when 4 percent Liberty bonds fell to 81.7 in 
May of 1920. Protection against such a de- 
velopment is already provided to holders of 
E bonds. It is certain that pressures or 
controls will be exerted to keep the dollar 
promise to other government bond-holders, 
and to keep the borrowing rates low. 


Savings of over $150 billion have been 
accumulated during the war. It will be 
many months before a substantial share of 
these savings can go into the purchase of 
needed consumer durable goods. Corpora- 
tions also have, on the whole, substantial 
savings invested in government bonds which 
may be largely used to finance rehabilita- 
tion. Here is a huge sea of money subject 
to shifting application and avenues of in- 
vestment, spending or hoarding, with some 
known pressures for liquidation, as for in- 
dividual needs during job transitions, for 
corporate reconversions, for tax payments. 


There is “safety in numbers,” however, as 
we see from the investment supply side, as 
to that part which seeks investment—either 
directly or through the medium of savings 
banks, trust funds, life insurance, etc.— 
where can it go? By June 30, 1945, the 
Treasury estimates a total of $252 billion 
of outstanding federal and guaranteed obli- 
gations. State and local debt outstanding 
totaled just over $15 billion as of the end of 
1943 and has been reduced since. Total 
market valuation of all corporate bonds list- 
ed on the New York Stock Exchange and 
listed or traded on the New York Curb Ex- 
change equalled $17.7 billion as of May Ist 
and December 31st respectively. 


Against this bond total of $285 billion 
there are listed preferred stocks with total 
market value of $10.6 billion and common 
stocks of $62.1 billion. Several billions of 
over-the-counter securities, stocks of banks 
and insurance companies, etc. bring the cor- 
porate equity total higher, but still to only 
a fraction of the total investment field. 
Dividend policies, tax exemption privileges, 
margin requirements and many other fac- 


tors enter the picture, but care must be 
taken, if the equity yields are to be brought 
down by bidding up of market prices, that 
the public does so with its eyes open. lest 
private businesses and banking again be 
made the scapegoats of any subsequent de- 
clines. 


Investment Companies Data 


With the growing public interest in profes- 
sional investment companies, the 1945 (fifth 
annual) edition of Investment Companies by 
Arthur Weisenberger & Co. of the New York 
Stock and Court exchanges, makes a factually 
welcome appearance. Over 85 funds are cov- 
ered in this 288 page review which gives his- 
toric, managerial, expense and investment rec- 
ord data for most companies, together with 
breakdown of holdings. 


Comparison of management results, for both 
open-end and closed companies, follows a gen- 
eral discussion of the types and features of 
such funds. The author conservatively points 
out cautions and considerations in selecting 
them for investment and in appraising their 
results, as well as leverage and other advan- 
tages. A ten-year summary of operating re- 
sults for both types and for combined compan- 
ies, compared with two recognized “stock aver- 
ages,” is particularly interesting. 


William B. Jacobs, vice president and trust 
officer of the Central National Bank of Rich- 
mond, has been elected chairman of the Com- 
mittee on Trusts of the Virginia Bankers Asso- 
ciation. Elias Richards, Jr., assistant trust 
officer of the Lynchburg National Bank & 
Trust Co., was chosen vice chairman. 


NET EARNING RATE ON LIFE 
INSURANCE INVESTMENTS AT LOW 


INSTITUTE OF LIFE INSURANCE 
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DIVIDEND PAYMENTS OF COMMON STOCKS LISTED ON THE NEW YORK 
STOCK EXCHANGE 


— First Six Months of 1945 


Estimated 
Aggregate Amount of 
No. of Number Paying Number Number Dividend Payments 
Issues Cash Dividends Paying Paying (in thousands) 
Listed in First 3 Months Increased Reduced ist 6 months ist 6 months 
Industry (6-30-45) 1944 1945 Dividends Dividends 1944 1945 


I  h  , 12 2 0 $ 9,508 $ 12,507 
Automotive .- eae : * 49 3 99,125 100,629 
Aviation __. yee 10 2 11,229 10,926 
Building 17 1 7,249 7,937 
Business & Office Equip... 9 1 8,982 8,243 
Chemical . 64 4 106,535 108,615 
Electrical Equipment —______. 17 1 31,099 33,197 
Farm Machinery 3 1 6,789 8,649 
Financial 19 2 22,137 26,833 
4 54,459 57,897 
0 1,092 1,332 
0 5,656 5,744 
6 34,271 36,083 
3 36,209 36,333 
0 6,305 7,078 
0 105,619 116,129 
2 
3 
0 
0 
0 
0 
0 
2 
1 
1 
2 
1 
0 


= 
— 


_ 


_ 
CNWNNFRAN WOOF OW 


Machinery & Metal 
Mining —_ a reeeees 
Paper & Publishing: 
Petroicem —__..___. 
Railroad ___. acess 
Retail Merchandising» i 
Rubber 
Shipbuilding & Operating - 
Shipping Services 
Steel, Iron & Coke . 
Textile 
Tobacco __ Vener wane 
All Public Utilities 
U. S. Co’s Operat. Abroad 24 
Foreign Companies 
Other Companies 
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91,496 95,948 
52,869 54,760 
7,500 8,171 
4,484 4,484 
204 230 
44,054 44,417 
6,597 9,789 
27,168 27,020 
153,640 156,373 
15,599 18,517 
30,310 32,802 
4,266 4,699 
$984,451 $1,035,342 


nee 
CoNnNNO OU 


rr 


Aanwrkaoe care 


— 
~] 


*4 


*Payments were reduced on 36 issues and eliminated or deferred on 4 issues.—From The Exchange, for July. 


New Legals 


Close attention to current de- The New York State Banking Board last 


56 F month added to the legal list securities of a 
velopments . . . years O par value of $314,500,000. 


pencencat ee paar sanregi aad $19,500,000 Deere & Co. Debentures 2%s, 
at the service of individuals due April 1, 1965; $175,000,000 American Tele- 
phone and Telegraph Co. Debentures 2%s, due 
August 1, 1980; $45,000,000 Southern Bell Tele- 
phone and Telegraph Co. Debentures 2%s, due 
August 1, 1985, and $75,000,000 Bethlehem 


f Q U | TA n L é Steel Corp. Consolidated Mortgage, S.F., 2%s, 


Series I, due July 15, 1970. 
TRUST COMPANY 


WILMINCTON DELAWARE The last named three issues were added on 
d a when issued basis. 


and corporations. 





PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


San Francisco—Ear] I. Vaughn, heretofore 
in charge of advisory boards and staff educa- 
tion, has been transferred to the Banks and 
Bankers department at BANK OF AMERICA. 
Wilfred L. Wylie, in the business extension 
department since 1943, was promoted to vice 
president. 

Ventura & Santa Barbara—FE. S. Steele, for- 
merly investment officer of FIRST NATIONAL 
TRUST & SAVINGS BANK of Santa Barbara, 
has been elected vice president and assistant 
trust officer of UNION NATIONAL BANK, 
Ventura. 


CONNECTICUT 


Hartford — At HARTFORD NATIONAL 
BANK & TRUST CO., the following promo- 
tions were made: Walter E. Haddock to as- 
sistant secretary; Henry E. McCone to as- 
sistant trust officer. 


New Haven—Phelps Lewis, FIRST NA- 
TIONAL BANK & TRUST CO., was promoted 
to assistant trust officer. 


New Haven—UNION & NEW HAVEN 
TRUST CO. promoted Emil L. Roth from trust 
officer to secretary. 


ILLINOIS 


Belleville—Harold Knollhoff, formerly as- 
sistant cashier, has been made cashier and 
trust officer of the ST. CLAIR NATIONAL 
BANK, to succeed the late Arthur Eidman. 


Chicago — At AMERICAN NATIONAL 
BANK & TRUST CO., Howard J. Johnson has 
been elected assistant trust officer. 


Chicago—George A. Malcolm succeeds the 
late William C. Cummings as president of the 
DROVERS NATIONAL BANK & TRUST CO. 
He was formerly vice president of Drovers Na- 
tional Bank. Control of the banks is retained 
by the Cummings estate. 


Decatur—John G. Whittle, former vice pres- 
ident and trust officer of the CITIZENS NA- 
TIONAL BANK, has been appointed general 
agent at Decatur of the Connecticut Mutual 
Life Insurance Co. 


Evanston—EVANSTON TRUST & SAV- 
INGS BANK has elected Roscoe L. Tearney as 
trust officer to succeed Frank J. Pfahler, who 
resigned. Mr. Tearney has been active in gen- 
eral banking and investment business in Chi- 
cago. 


Quincy—Succeeding Lynn Fuller, John W. 
Jansen was elected president of the ILLINOIS 
NATIONAL BANK. Mr. Jansen is associated 
with the Federal Discount Corp., Dubuque, and 
other banks in that city; Mr. Fuller is vice 
president of the Marquette National Bank in 
Minneapolis. 


“For Honorable Service 
to our Country” 


Washington—After three years of active 
service in the U. S. Navy, part of which was 
spent in the Dutch West Indies, Commander 
Leonard Marbury has returned to his post as 
assistant trust officer of the WASHINGTON 
LOAN & TRUST CO. 


INDIANA 


Indianapolis — UNION TRUST CO. an- 
nounced the addition of George E. Swaim to its 
staff as vice president and the promotion of 
Everett E. Lett from assistant treasurer to 
vice president. Mr. Swaim was former senior 
state bank examiner, and prior to that was 
with the Citizens State Bank, Hartford City, 
and was an instructor in Indiana public schools. 
Mr. Lett is a member of the bank’s trust in- 
vestment committee. 


KANSAS 


Kansas City—N. N. Dalton, a director of 
JOHNSON COUNTY NATIONAL BANK & 
TRUST CO., was elected president to succeed 


the late Fred C. Vincent. He was formerly 
executive vice president of Colgate-Palmolive- 
Pett Co. 


KENTUCKY 


Louisville—Judge Ernest S. Clarke has re- 
signed as trust officer and vice president of 
THE KENTUCKY TRUST CO., but will re- 
main on the board of directors and will be 
chairman of the trust committee. Besides be- 
ing a trustee of the University of Louisville, 
he is also a trustee of the American Printing 
House for the Blind. Following announcement 
of his resignation, the directors adopted a reso- 
lution commending Judge Clark for “his wise 
counsel to this institution which he has served 
faithfully and well.” 


Louisville—A. B. Comstock, formerly vice 
president, UNITED STATES TRUST CO., was 
elected president. 

Maysville—J. M. Finch, vice president and 
trust officer, BANK OF MAYSVILLE, was 
elevated to the presidency to succeed the late 
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J. N. Kehoe. J. L. Collins succeeds Mr. Finch 
and will continue as cashier. 


MASSACHUSETTS 


Great Barrington—NATIONAL MAHAIWE 
BANK elected Jonathan A. Hall as trust officer 
and assistant cashier to fill the vacancy caused 
by the death of William T. Place. Mr. Hall 
was formerly with the New England Trust Co. 
and the Day Trust Co., Boston, and the First 
National Bank of Ipswitch. He had charge 
of probate accounting and taxes at the Day 
Trust. 


MINNESOTA 


Minneapolis — 
Joseph F. Ring- 
land, vice presi- 
dent, succeeds the 
late Shirley S. 
Ford as president 
and a director of 
NORTHWEST- 
ERN NATIONAL 
BANK. Clarence 
E. Hill, vice pres- 
ident since 1922, 
was elected chair- 
man of the board; 
Clarence R. 
Chaney, viec pres- 
ident and_ vice 
chairman of the 
trust ocmmittee 
and executive of- 
ficer since 1940, 
was named a di- 
rector and _ vice 
chairman of the 
board. Mr. Ring- 
land was. vice 
president of the 
Guaranty Trust 
Co. of New York 
before joining 
Northwestern in 
1944, prior to 
which he was 
president of the 
Stock Yards Na- 
tional Bank of 
South St. Paul 
and of the Em- 
pire National Bank of St. Paul (now Empire 
National Bank & Trust Co.). Harry L. Tyson 
was promoted from assistant trust officer to 
trust officer. 


JOSEPH F. RINGLAND 


Cc. R. CHANEY 


MISSOURI 


Hannibal—Formerly cashier, W. L. Weaver 
was elected vice president and trust officer of 
HANNIBAL NATIONAL BANK. 


St. Louis—Victor F. Moeller was elected as- 
sistant trust officer at the MERCANTILE- 
COMMERCE BANK & TRUST CO. 


TRUSTS and ESTATES—August 1945 


St. Louis—UNITED BANK & TRUST CO. 
elected John W. Minton president to succeed 
Edward T. Murray, resigned; Carroll F. Bur- 
ton vice president. Both Mr. Minton and Mr. 
Burton resigned from the National Stock 
Yards National Bank of National City, Il. 


NEBRASKA 


Lincoln—Byron Dunn, formerly executive 
vice president, NATIONAL BANK OF COM- 
MERCE, succeeds the late M. Weil as pres- 
ident. 


NEW JERSEY 


Hackensack—Charles H. Plenty, formerly 
first vice president, THE HACKENSACK 
TRUST CO., was elected president to succeed 
Frank B. Plymptom who became chairman of 
the board. 

Salem—George L. Hill, former cashier and 
trust officer of the Union Bank and Trust Co., 
Pottsville, Pa., has been elected president of 
the SALEM NATIONAL BANK & TRUST 
CO. to succeed the late William H. Hazelton. 


NEW YORK 


New York—Murray Shields will assume his 
new duties as vice president of the BANK OF 
THE MANHATTAN CO. on September Ist, 
acting as economist. Mr. Shields was formerly 
economist for the Irving Trust Company; as- 
sistant director of Bureau of Business Re- 
search, University of Pittsburgh; assistant to 
the president of the United States Leather Co.; 
director, Trade Survey Bureau, Tanners Coun- 
cil of America; economic-statistician, Goodyear 
Tire & Rubber Co.; consulting expert in the 
United States Treasury Department. He is 
the author of several books. 


New York—GUARANTY TRUST CO. ap- 
pointed Jackson 
Stephens Hutto 
as trust officer. 
He was formerly 
counsel and_ su- 
perintendent of 
the New York 
State Banking 
Department and 
was recently as- 
sociated with 
Chadbourne, Wal- 
lace, Parke & 
Whiteside, New 
York attorneys. 
He is a graduate 
of Hendrix Col- 
lege, Conway, Ar- 
kansas, and re- 
ceived his LL.B. degree from Harvard Law 
School. 


New York—Spencer Banker, Jr., formerly 
as assistant trust officer of the MANUFAC- 
AURERS TRUST CO., has been promoted to 


JACKSON 8S. HUTTO 





trust officer. Previous experience was with the 
Chemical National Bank, Interstate Trust Co., 
Chase National Bank, American Express Bank 
& Trust Co. and Equitable Trust Co. 


New York—Adrian M. Massie, vice presi- 
dent in charge of investments, NEW YORK 
TRUST CO., class of 1919, Yale, was made a 
trustee of the bank. He joined the company 


as vice president in 1934, after previous ex- 
perience with the Bank of America and the 
City Bank Farmers Trust Co., and has been 
an instructor at the Graduate School of Bank- 
ing of the American Bankers Association. 


Poughkeepsie—Miss Lillian F. Smith, for- 
merly secretary to Thomas F. Kane, vice pres- 
ident, cashier and trust officer, was appointed 
assistant trust officer. 

Rochester—Executive vice president of the 
GENESEE VALLEY TRUST CO. since 1940, 
Robert C. Tait has resigned to accept a position 
with the Union Trust Company of Pittsburgh, 
Pennsylvania. He is former chairman of 
Group 2, New York State Bankers Assn., and 
member of other state bank committees. 


Rochester—Effective July 6, the Lincoln- 
Alliance Bank & Trust Co. and the Rochester 
Trust & Safe Deposit Co. consolidated and be- 
came known as the LINCOLN ROCHESTER 
TRUST CO., with combined resources of $246,- 
406,030, total capital funds of $15,557,589 and 
trust department assets of $178,535,480. All 
officers of the Lincoln-Alliance Bank continue 
in their respective 
offices. The fol- 
lowing officers 
were elected at 
the Lincoln- 
Rochestr Trust 
Co.: John Craig 
Powers (former 
chairman of the 
Rochester Trust) 
to vice chairman 
of the board and 
member of exe- 
cutive committee; 
James E. Gleason, 
recently Lincoln- 
Alliance vice 
chairman, a direc- 
tor; George H. Hawks (former president of 
Rochester Trust) chairman of the trust com- 
mittee and vice president in charge of the 
Rochester Trust office at 1 Main Street; Elliott 
W. Gumaer (former vice president and trust 
officer of Rochester Trust) vice president and 
asst. trust officer. Others named were: Vice 
presidents: Willard L. Luescher and Edward 
L. Williams; assistant trust officers: Charles 
H. Goodenough, Thomas J. Sercu, Albert D. 
Stewart, Jr., and Fay E. Wright; assistant 
vice presidents: Eugene N. DeWitt and Harry 
W. Sage; assistant secretaries: John P. Day, 


GEORGE H. HAWKS 
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Rose M. Doyle, Harry L. Edgerton, Russell D. 
Harder, Willis T. Martin and Ellsworth H. 
Rosser. 


NORTH CAROLINA 


Charlotte—J. P. Hobson, vice president and 
trust officer, COMMERCIAL NATIONAL 
BANK, was elected a director of the bank. 


OHIO 


Elyria—At ELYRIA SAVINGS & TRUST 
Co., the following promotions were made: R. 
Jay Fitch, formerly secretary, elected presi- 
dent to succeed the late Aruthr J. Robinson; 
Wilbur H. Gaston, former assistant treasurer, 
succeeds Mr. Fitch. 

Alliance—Advancements at the ALLIANCE 
FIRST NATIONAL BANK were: N. W. Ritz- 
man to trust officer and 4ssistant cashier; 
George F. Schweikart to assistant vice pres- 
ident and trust officer. 

Cincinnati—William H. Drach advanced to 
trust officer at the WESTERN BANK & 
TRUST CO. 

Toledo—Thomas H. Kiley, assistant secre- 
tary and trust officer at OHIO CITIZENS 
TRUST CO., was elected vice president and 
trust officer to succeed John M. Zuber, now 
vice president and trust officer of the Amer- 
ican National Bank, Indianapolis. 


PENNSYLVANIA 


Bradford—Jack J. McDowell has been named 
trust officer and secretary to the board, CITI- 
ZENS NATIONAL BANK, to succeed T. L. 
McDowell, resigned. 

‘Bhiladelphia—FIDELITY-PHILADELPHIA 
TRUST CO. advanced F. Travis Coxe, secre- 
tary, to vice president and secretary; Kenneth 
G. LeFevre to vice president and treasurer; 
Harry C. Barnes to vice president. 

Pittsburgh—James E. Vaux, with the trust 
department of COMMONWEALTH TRUST 
CO. since 1937, has been elected assistant trust 
officer. 

Pittsburgh—Robert C. Tait, formerly first 
vice president of the Genesee Valley Trust Co., 
Rochester, N. Y., was elected assistant vice 
president in the commercial banking depart- 
ment of the UNION TRUST CO. Mr. Tait, a 
graduate of Princeton University, has served 
as a member of several committees of the New 
York State Bankers Assn. and the American 
Bankers Assn. 

Clifford L. Potter, for the past 16 years 
assistant vice president in charge of the trust 
investment department of the Marine Trust 
Co. of Buffalo, N. Y., joined the Company’s 
investment staff. Mr. Potter is a graduate of 
Oberlin College and the Harvard University 
Graduate School of Business Administration. 
He has been secretary of the Buffalo Founda- 
tion, a community trust, and director and chair- 
man of the Finance Committee of the Chil- 
dren’s Aid Society of Buffalo. 





TEXAS 


Austin—With the passing of trust officer 
Clerk Campbell of AUSTIN NATIONAL 
BANK, Eugene C. Bartholomew was advanced 
to succeed him; former assistant cashier Dar- 
rell Roe succeeds Mr. Bartholomew as assistant 
trust officer. 


WASHINGTON 


Seattle—With the resignation of J. A. Swal- 
well as president of SEATTLE-FIRST NA- 
TIONAL BANK, his duties will be assumed by 
Thomas F. Gleed, 
who has been 
with the bank 
since 1932 and 
who now becomes 
one of the young-e 
est bank presi- 
dents in the West. 

Lawrence M. Ar- 

nold, chairman of 

the board, is now 

chief executive of- 

ficer. Mr. Swal- 

well, active in 

banking for 54 

years, will con- 

tinue as a direc- 

tor and as a mem- Walters Studio 
ber of its execu- THOMAS F. GLEED 

tive committee. Mr. Gleed was formerly with 
the Metropolitan National Bank, which later 
became the Metropolitan branch of the Seattle- 
First National. 


Spokane—Joel E. Ferris, executive vice pres- 
ident of the Spokane and Eastern Division of 
the SEATTLE-FIRST NATIONAL BANK, 
will retire on September Ist to take advantage 
of the bank’s “liberal retirement which I am 
proud of having originated in 1934,” but will 
continue as chairman of the advisory commit- 
tee and as a member of the trust committee of 
the board of directors. W. M. Marshall, vice 
president of this division since 1924, will be 
Mr. Ferris’ successor. He is a great-great 
grandson of Chief Justice John Marshall, and 
in recent years has had supervision of the 
bank’s bond investments in Seattle and 
Spokane. 


WEST VIRGINIA 


Beckley—At the BANK OF RALEIGH, 
Harry L. Crawford, cashier, was also elected 
vice president and trust officer to succeed the 
late Robert M. French. Everett N. Smith was 
named assistant vice president and assistant 
trust officer. 


CANADA 


Toronto—Winslow Benson has been appoint- 
ed a corporate trust officer of NATIONAL 
TRUST CO., LTD. A graduate of the Uni- 
versity of Saskatchewan, Mr. Benson was a 
trust officer at Saskatoon branch for some 
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years and at Hamilton since 1932. R. M. 
Young has been appointed to succeed Mr. Ben- 
son at Hamilton. He also is a law graduate of 
the University of Saskatchewan and has been 
a trust officer at Saskatoon and Winnipeg and 
latterly at Edmonton. 


0. 


TRUST INSTITUTION BRIEFS 


Hartford, Conn.—Captain Hector C. Prud’- 
homme, Jr., vice president in the trust depart- 
ment of the HARTFORD-CONNECTICUT 
TRUST CO., has been awarded two letters of 
commendation for 
his work with 
civilians during 
the Marine cam- 
paign for Guam. 
He is a member 
of the Marine 
civil affairs unit 
on Okinawa, and 
in a dispatch from 
there he states: 
“One of their (the 
civilians) most 
striking charac- 
teristics is their 
respect for prop- 
erty. We directed 
one family group 
to take food from 
a house we were 
passing along a 
road. They-refused, said simply that the food 
wasn’t theirs to take.” 

Belvidere, Il1]—The FARMERS NATIONAL 
BANK OF BELVIDERE kas been issued a 
trust certificate under the Federal Reserve 
Act. 

Effingham, Ill—The FIRST NATIONAL 
BANK has qualified under the state laws for 
conducting trust business. 


Richmond, Ind.—DICKINSON TRUST CO. 
has been liquidated and succeeded by a new 
institution called the SECOND TRUST CO., 
an affiliate of the Second National Bank. E. 
R. Lemon and V. A. Monroe are its vice pres- 
ident-trust officers; Dudley N. Elmer, presi- 
dent; E. Z. Elleman, vice president; J. O. 
Parshall, secretary and treasurer; C. E. Hart- 
zell and L. Krueger, assistant treasurers. 

Des Moines, lowa—The IOWA-DES MOINES 
NATIONAL BANK & TRUST CO. joined the 
roll of banks with more than $100,000,000 in 
deposits on June 30, with a total of $113,- 
435,304. 

Falls City, Neb.—Trust powers have been 
granted to the FIRST NATIONAL BANK, un- 
der the Federal Reserve Act. 


Keene, N. H.—The CHESHIRE NATIONAL 
BANK has been granted trust powers under 
the Federal Reserve Act. 


ALBERT G. READER 
Recently appointed chairman, 
Trust Division, 
California Bankers Assn. 





New York, N. Y.—August 1st marked the 
75th Anniversary of THE CONTINENTAL 
BANK & TRUST CO. of New York. For 
years, the Bank’s name was chiefly associated 
with its extensive clientele among brokerage 
and investment banking houses, but in recent 
decades it has become nationally known as a 
widely diversified commercial bank with cus- 
tomers in practically every line of business 
and close, active relationship in foreign coun- 
tries—particularly throughout Latin America. 
The bank’s Trust Department, which has been 
one of the leaders in developing new safe- 
guards and improved practices, was the first 
in New York State to extend the principle of 
the Common Trust Fund to both the “legal” 
and discretionary types of trust. Frederick 
E. Hasler, president and chairman of the board, 
commented on: “the notable progress of our 
Trust Department in the field of Pension and 
Profit-Sharing Trusts and in development of 
Common Trust Funds.” 


Portland, Ore—The UNITED STATES NA- 
TIONAL BANK reported a new high in de- 
posits at June 30. For the first time, deposits 
exceeded the half billion mark ($509,589,564) 
with resources at $530 million. 


Dallas, Texas—The 25 year old REPUBLIC 
NATIONAL BANK will have the largest cap- 
ital and surplus of any bank in the South as 
a result of its board of directors voting to in- 
crease capital and surplus to $20,000,000. The 
proposed increase contemplates an issue of 


125,000 additional shares to provide $5,000,000, 
of which $2,500,000 will be allocated to capital 


and $2,500,000 to surplus. Deposits now total 
over a quarter-billion dollars. 

Seattle, Wash—On July 9th, SEATTLE- 
FIRST NATIONAL BANK commemorated its 
75th Anniversary, and in that connection is- 
sued a special edition of its house organ en- 
titled “The Bankoscope,” which very attrac- 
tively depicts the bank’s history and _ its 
role in the growth of Seattle. The Seattle- 
First has a network of 35 offices located 
strategical- 
ly throughout the 
state. At the be- 
ginning of _ its 
75th anniversary 
year, the bank 
ranked 25th in 
size of all the 
banks in the 
United States and 
as the largest 
bank west of Chi- 
cago and north of 
San Francisco, 
with resources of 
more than $600 
million. Its trust 
department is the 
largest in the 
state. 


MARGARET MORRIS 
Recently elected assistant trust 
officer, Union Bank & Trust 

Co., Lcs Angeles 


EASY CHAIR OR BLEACHER | 


The casual reader might judge from the 
expression that the man at the right—Tom 
Mowbray, genial president of the Security 
Trust Company of Wilmington—was the re- 
cipient of the lifetime pass to the Wilmington 
Baseball Park. Actually, Harry J. Ellison, 
vice president, secretary and trust officer of 
the company, is the lucky fan. The occasion: 
completion of fifty years of service with the 
first trust company established (1885) in Dela- 
ware. Mr. Ellison was also presented with an 
easy chair and, from the employees, a desk set, 
in a separate ceremony to mark one of the 
longest careers in trust service. It is reported, 
on usually reliable authority, that this makes 
the second easy chair to grace the bank floor, 
the first being used for customers, in line with 
the company’s policy of making both customers 
and official family feel at home. 


In Memoriam 


HUGH V. KETCHERSIDE, former president 
of the Farmers & Merchants Trust Co., Long 
Beach, California. 

EDWIN C. PIERCE, senior trust officer of 
the UNITED STATES NATIONAL BANK. 


LYMAN E. WAKEFIELD, reported in our 
columns last month as having been named 
chairman of the Board of Directors of the 
First National Bank of Minneapolis, at which 
time he resigned as president and was suc- 
ceeded by Henry H. Atwood, died on July 25. 
Mr. Wakefield was a director of the Reserve 
City Bankers Assn., of which he was pres- 
ident in 1934 and 1935. He also was a member 
of the Federal Advisory Council of the Federal 
Reserve Board from 1941 to 1944. 
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A a Accuracy? Convenience? Completeness? Whatever the 
criterion, whatever the need, whatever the question—if it 
involves federal taxes for revenue, the accepted reporter of the 
federal tax specialist, the first choice of the man “who must have 
everything” is Standard Federal Tax Reports. 


Whether they represent tax payer or tax collector, on whichever side 
of the tax fence they stand—Tax Men all endorse “Standard Reports”’ 
in use, collect real dividends from its breadth of coverage, official and 
explanatory, its dependability, and its down-to-earth practical values. 


For the “Standard Reports” subscription plan brings subscribers up to date 
immediately and keeps them up to date continuously. Its swift, detailed, 
informative weekly issues blanket the field of federal taxation most important 
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Income Tax 


Grantor-trustee not taxable. Grantor 
set up irrevocable trust for his four chil- 
dren, named himself trustee with broad 
powers of administrative control over trust 
property. Corpus or income of trust would 
revert to grantor only on happening of very 
remote contingency. The proportionate in- 
terests of beneficiaries being fixed, the trus- 
tee had no power to alter them. At the end 
of fifteen years, an accounting of all corpus 
and accumulations is called for. Trustee’s 
powers in indenture are exercisable by him 
in fiduciary capacity only. HELD: Powers 
conferred on trustee were not such as to 
give him an economic interest in the trust 


property so as to render the income taxable 
to him under Sec. 22(a) of IL.R.C. Hall v. 
Comm., C.C.A.-10, July 2. 


No deduction for distribution of corpus 


gains. Executor, after selling securities 
comprising corpus of estate, distributed 
sales proceeds to himself as testamentary 
trustee and, as latter, distributed proceeds 
to beneficiaries of residuary trust. He also 
distributed dividends which the estate anti- 
cipated, but which were actually received 
subsequent to distribution date. HELD: 
Gains on sale of securities are part of cor- 
pus and are not deductible as a distribution 
by the trust. No deduction is allowed for 
anticipatory dividends as they did not con- 
stitute income at the time. Court said that 
“informed views” of the Tax Court in this 
case should not be displaced. Burchenal v. 
Comm., C.C.A.-6, July 2. 


Loss on inherited residential property 
deductible. In 1934, taxpayer inherited in- 
terest in father’s residence on latter’s death. 
Taxpayer had his own private residence and 
never used nor intended to use the inherited 
property. In fact, immediately after inher- 
iting property, he listed it with real estate 
agents for sale or rent and, in 1941, sold it 
without renting. HELD: Transaction was 


entered into for profit within meaning of 
Sec. 23(e) (2) of I.R.C., and the loss is de- 
ductible subject to limitation of Sec. 117 
I.R.C. Campbell v. Comm., 5 T. C. No. 30, 
July 18. 


Legal fees deductible. Taxpayer, owner 
of Kreuger & Toll stock, received dividends 
through 1931. In 1932, when corporation 
was declared bankrupt, taxpayer deducted 
cost of stock in figuring income tax liability. 
Deduction having been disallowed, taxpayer 
paid additional tax, and sued for refund. In 
1940, after recovery, he paid legai fees and 
claimed deduction for same. HELD: Legal 
fees are deductible under Sec. 23(a) (2) of 
I.R.C. as stock was bought “for the produc- 
tion of income.” Cammack v. Comm., 5 T. C. 
No. 52, July 19. 


Estate Tax 


Transfer made ten years prior to death 
taxable. Decedent made a gift of realty in 
1929 to his first wife. The deed of convey- 
ance was executed and delivered by the de- 
cedent as a substitute for the promise made 
to his first wife in connection with their 
joint will. HELD: The gift is includible in 
gross taxable estate since it constituted a 
transfer by the decedent in contemplation 
of death within the purview of Sec. 302(c) 
of 1926 Act. Decedent died in 1940 and his 
continuing testamentary references con- 
trolled in disposition of the property. Tax- 
payer unsuccessfully contended that trans- 
fer was in contemplation of a second mar- 
riage. Est. of Wahl v. Comm., C.C.A.-8, June 
19. 


Transfer in trust not taxable. In 1923, 
decedent and others set up irrevocable trust 
reserving 4/15ths of trust income to herself 
and upon death of survivor of herself or 
brother, trust was to terminate and assets 
were to be distributed to designated benefi- 
ciaries. HELD: No amount is reportable in 
decedent’s gross estate as a transfer to take 
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effect at or after death, under Sec. 811(c) 
of I.R.C., as decedent’s death was not the 
“intended event” which enlarged the estate 
of any of the distributees. Est. of Campan- 
ari v. Comm., 5 T. C. No. 55, July 23. 


Deduction of compromised charitable be- 
quest allowed. Testator executed will in 
1938 and another in 1939, under which Laf- 
ayette College was beneficiary of the residu- 
ary estate; because of annuity provision un- 
der second will, trust was slightly smaller. 
Under Pennsylvania law, bequest to College 
was void because will was made less than 30 
days before decedent’s death. College con- 
tested will and contest was settled by heirs 
and next of kin. Executor claimed estate 
tax deduction for amount paid to College. 
HELD: Payments to such beneficiary in 
compromise of will contest are deductible as 
charitable bequests where beneficiary would 
be paid under prior will if it successfully 
contested the later will. Est. of Dumont v. 
Comm ., C.C.A.-3, July 1. 


Value of reciprocal trust taxable. Cross 
trusts were simultaneously executed by de- 
cedent and wife. HELD: Since trusts were 
in consideration of each other, decedent is 
regarded as grantor of trust set up by his 
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wife—with right to alter, amend or revoke 
so that entire corpus would revert to him. 
Accordingly, value of reciprocal trusts cre- 
ated by decedent’s wife for his benefit is in- 
cludible in his gross estate under Sec. 302 
of 1926 Act, as amended by Sec. 401 of 1934 
Act. Est. of Hanauer v. Comm., C.C.A.-2, 
June 19. 


Disclaimed legacy deductible. Decedent 
within two years of death paid gift tax on 
$400,000 of gifts of securities, furnishings, 
art objects, etc. to her husband. She left 
husband a legacy of $1,000,000. With hus- 
band’s approval, executors considered the 
gift as an advancement and husband took 
but $600,000 under the will. Tax Court 
overruled Commissioner’s contention that 
the gift was made in contemplation of death. 
Decedent’s will provided that any part of 
bequest not distributed to beneficiaries 
would become part of her residuary estate, 
46% of which was to go to charity. Accord- 
ingly, executors claimed 46% of the dis- 
claimed legacy as a charitable deduction on 
the estate tax return. HELD: Deduction 
for charitable bequest allowed. Comm. v. 
Est. of Macaulay, C.C.A.-2, July 24. 


Transfers while in good health taxable. 
In 1936, decedent, 45 years of age, was in 
good health. During the year he trans- 
ferred 12 insurance policies, the preponder- 
ant motive of decedent in making such 
transfers, as disclosed by the evidence, being 
to avoid estate taxes. HELD: The trans- 
fers are deemed to have been made in con- 
templation of death despite transferor’s 
good health. Court noted that such a trans- 
fer is not limited in scope to transfers in 
immediate expectancy of death. Est. of 
Slifka v. Johnson, U.S.D.C., S.D. N.Y., May 
ss. 


In 1936, decedent set up irrevocable trust 
with 2200 shares of Standard Oil stock. 
Trustee was authorized and directed, under 
agreement, to purchase single premium life 
insurance policies on decedent’s life when so 
requested by the decedent’s wife. A short 
time after trust was created the wife asked 
the trustee to buy $200,000 of insurance. 
Decedent also turned over to trust, annui- 
ties which amounted to $39,000 at his 
death. In 1940, when decedent died, Com- 
missioner included the policy amounts in 
decedent’s estate as transfers made in con- 
templation of death. Trustee paid the tax 
and in District Court recovered refund. 








HELD: Transfer in trust and subsequent 
purchase by trustee of insurance policies 
were made in contemplation of death, al- 
though made while decedent was in excellent 
health and entertained no thought of death. 
U.S. v. Tonkin, C.C.A.-3, July 3. 


Gift Tax 


Stock valued below market quotation. 
Donor gave his wife 14,000 shares of Elec- 
trolux Corporation stock which was traded 
on the Montreal Exchange between 150 and 
200 shares daily. For gift tax purposes, 
donor returned same at a value considerably 
below market price because of the large 
number of shares. HELD: Stock should be 
valued on basis of average selling price 
within three months of gift date, reduced 
by a brokerage fee of $2.00 per share. Est. 
of Groff v. Munford, C.C.A.-2, July 19. 


Gift tax not refundable. In 1934, tax- 
payer set up trust for five years with in- 
come payable to his wife. All income was 
paid to her except $16,000 of 1934 income 
which the Court taxed to the donor. Ac- 
cordingly, donor filed claim for refund of 
gift tax paid on the ground that if trust in- 
come is taxable to him, then there was no 
transfer subject to gift tax when the trust 
was created. HELD: Gift tax was properly 
determined and assessed notwithstanding 
the fact that donor was subject to income 
tax on income not distributed to the trust 
beneficiaries. Goulder v. U. S., U.S.D.C., 
N.D. Ohio, E.D., May 16. 


Revenue Bureau Rulings and Tax News 


P. S. No. 50. Where change in pension 
plan increases employer contributions or 
benefits such change is subject to any re- 
strictions relating to previous plan and also 
to restrictions relating to the change of 
plan. Limits of Mim. 5717 apply. 

I. T. 3743. Holds that husband and wife 
holding property as tenants by the entirety 
(in Oregon) may each report one-half of the 
income from such property in their separate 
Federal income tax returns. 

I. T. 3744. Holds that where a retired 
U. S. civil service employee has. recovered 
his entire contribution from the retirement 
fund, the unexpended balance in the fund 
payable to his administrator upon his death 
is includible, under Sec. 126(a) of I.R.C., in 
the gross income of the estate for the tax- 
able period in which received. 

I. T. 3745. Holds that taxpayer support- 
ing the widow of his deceased wife’s brother 


TRUSTEES’ DUTY AS SPOKESMEN 
FOR TAXPAYERS 


Duplication of taxation in the fields of 
income taxes, corporation taxes and suc- 
cession duties is bound to result not only 
in excessive cost of administration but 
in a multiplication of inequities and in- 
justices to individuals. Such individuals 
as a class are not so articulate as some 
other groups, and have little opportunity, 
even if they recognize the need, of pre- 
senting a case against forms of taxation 
that are inequitable. 

This Company realizes more and more 
that in the administration of trusts it is 
accepting an obligation to make known 
to any government inequitable and in 
many cases almost confiscatory results 
of the application of taxation. 

Hon. LEIGHTON McCARTHY, K.C. 


PRESIDENT, NATIONAL TRUST COMPANY, 
LIMITED, TORONTO. 


is not entitled, for Federal income tax pur- 
poses, to claim her as his dependent even 
though her full support is furnished by him. 


T. D. 5459. Amends Sec. 29.126-1 of 
Regs. 111 relating to recognition of gain at- 
tributable to appreciation in value of part- 
nership assets upon death of one of the part- 
ners. (See article in this issue, page 121.) 


Ruling on insurance premiums. Holds 
that insurance premiums paid in conjunc- 
tion with pension plan approved under Sec. 
165 of I.R.C. are deductible under Sec. 
23(p) of I.R.C. and are not, therefore, sub- 
ject to withholding tax. Special letter rul- 
ing, May 25. 


the new REVISED EDITION of 
Roswell Magill’s 


INCOME 
COMPLETE, up-to-date study of the 
reasoning and analysis which the federal 

courts and the Congress have followed 


through the years in answering the ques- 
tion, ‘‘What is taxable income?” 491 pages, 


$6.00 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, 'N. Y. 


j= EVERY TRUST OFFICER Needs 
HHI 
| 
| 








TRUSTS and ESTATES—August 1945 


Where There’s A Will... 


UTHOR OF KING’S ROW, best seller 
novel in 1940, Henry Bellamann be- 
queathed his extensive library to a friend, 
gave some real estate to his brother and sis- 
ter, and left the rest of his estate to his 
wife. In a great many cases the primary 
beneficiaries—wife and children—are given 
the residue after payment of other legacies; 
the tax take has often severely reduced the 
amount which the testator intended for 
them. That Mr. Bellamann was mindful of 
this general question is indicated by a clause 
in his will directing that, only if his wife did 
not survive him, were taxes to be paid out of 
the residue so that the beneficiaries named 
in place of his wife would receive their lega- 
cies without diminution. Mrs. Bellamann 
and Central Hanover Bank and Trust Com- 
pany of New York were named executors 
but the bank renounced its appointment. 


* *% * 
ILLIAM RHINELANDER' STEW- 


ART, member of one of New York’s 
oldest families and an official of the exclu- 
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sive Hotel Pierre, created for his wife a 
trust of one-third of his estate or such 
greater amount as she would be entitled to 
by law. The trustees are permitted to pay 
Mrs. Stewart so much of the principal of 
the trust as they deem proper to provide for 
her support in the station in life in which 
she was living at the time of Mr. Stewart’s 
death. The rest of the estate, as well as the 
fund remaining on Mrs. Stewart’s death, is 
left in trust for a daughter. The trustees 
are given wide investment discretion, in- 
cluding power to purchase commodities and 
warehouse receipts. Two nephews and a 
friend are named executor and trustees, 
with authority in Mrs. Stewart to appoint 
as successor a trust company in New York 
City with capital of at least $10 000,000. 


* *% * 


OHN ROGERS COMMONS, 82-year old 
world-renowned economist and profes- 
sor emeritus of economics at the University 
of Wisconsin, left his estate to his son, his 
only survivor. A professor of economics at 
the University of Wisconsin from 1904 to 
1933, he helped draft the Wisconsin Public 
Service Law in 1907 and the Wisconsin In- 
dustrial Commission Law in 1911. Profes- 
sor Commons was said to have been consid- 
ered the “brain trust” of the LaFollette Pro- 
gressive movement. In 1901, Professor 
Commons left the educational field tempor- 
arily to act as economic expert on the United 
States Industrial Commission, under ap- 
pointment by President McKinley. Shortly 
after World War I he was appointed a mem- 
ber of the United States Commission on In- 
dustrial Relations by President Wilson. The 
First National Bank of Madison, Wis., was 
named executor in the will. 


$2,235,347 Tax on Kroger Estate 


A check for $2,235,347 was received by Coun- 
ty Auditor George Guckenberger as payment in 
full of the Ohio inheritance tax levied against 
the $23,723,315 estate of B. H. Kroger, Cin- 
cinnati capitalist who died in 1938. According 
to Owen A. Jones, in charge of inheritance tax 
collection for the county auditor, this is the 
largest check ever received in the 26 years the 
inheritance tax law has been in effect. The ad- 
ministrator of the Kroger estate originally paid 
$901,232 as inheritance tax. The Government 
contended that the additional tax was due on 
certain trusts made by Mr. Kroger. Mr. 
Kroger was founder of the Provident Bank & 
Savings Co. and Kroger Grocer & Baking Co. 





RECENT STATE LEGISLATION 
AFFECTING FIDUCIARIES* 


Alabama 


(The five measures referred to in the July 
issue have been signed, as have the follow- 
ing :) 

H.B. 23: Sets out procedure for release 
of powers of appointment. 

H.B. 234: Qualifies governmental certifi- 
cations as to death of persons in service as 
evidence of death in judicial proceedings. 


Connecticut 


A new law makes extensive changes in 
common trust fund enabling act: increases 
limit of participation from $20,000 to $25,- 
000 and size of fund from $200,000 to $1,- 
000,000; in the old law, participation was 
limited to accounts where investment in a 
common trust fund was permitted by the in- 
strument, judgment, decree or order creat- 
ing the fiduciary relationship—to this have 
been added trust accounts where discretion- 
ary investment powers are given the trus- 
tee, guardian and conservator accounts, and 
all trusts becoming effective after Oct. 1, 
1945, where the creating instrument, judg- 
ment, order or decree does not prohibit such 
investment. 


Florida 


Ch. 22783: Recodifies probate statutes. 


Ch. 22847. Provides that dower is free 
from debts and costs of administration but 
is ratably liable for estate and inheritance 
taxes. Wills may now be proved before the 
clerk as well as before the judge. Non-resi- 
dents who are related to decedent by blood 
within the third degree or the decedent’s 
spouse may be appointed as executor or ad- 
ministrator. Permits executor to sell real 
estate for purpose of making distribution, 
on notice. Other changes are also made. 


Ch. 22767: Provides that where circuit 
judge substitutes for county judge in han- 
dling a probate matter of original jurisdic- 
tion, an appeal lies direct to the Supreme 
Court rather than the Circuit Court. 

Ch. 22750: Completely revises guardian- 
ship law. 

Ch. 22889: Provides that no cause of 
action shall survive against a decedent’s es- 
tate unless a claim be filed in county judge’s 
court. 


*Continued from July issue, page 74. 


Ch. 22884: Provides that the record of 
an exemplified copy of a foreign will, not 
probated in Florida, shall entitle the will to 
be regarded as a muniment of title. 


Illinois 


S.B. 183: Provides that the exemption 
from taxation granted under the Inherit- 
ance Tax Law shall extend to persons, or- 
ganizations, associations and corporations 
organized under the laws of other states, 
and resident therein, provided that the law 
of the other state grants to persons, organ- 
izations, associations and corporations or- 
ganized under the laws of Illinois, and resi- 
dent therein, a like and equal exemption. 

S.B. 393: Authorizes Circuit and Super- 
ior Courts to appoint trustees to preserve 
the property of persons in miiltary service 
who have been reported missing or missing 
in action. 

S.B. 415: Provides that the county judge 
shall estimate the amount of the tax which 
is likely to result on the happening of a con- 
tingency which will make possible a deter- 
mination of the correct amount of tax to be 
paid under the Inheritance Tax Law. 

S.B. 425-426: Provide that a trust cre- 
ated by an employer as part of a stock bonus, 
pension, disability, death benefit or profit 
sharing plan for the benefit of his employees 
shall not be held invalid as violating the rule 
against perpetuities or suspension of the 
power of alienation of title to property. 


H.B. 476: Grants to an executor, except 
as otherwise directed in a will, if any, or 
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except as otherwise provided by law, the au- 
thority to continue the decedent’s business 
during one month following the date of his 
appointment, unless the court directs other- 
wise, and for such further time as the court 
may authorize. 


H.B. 529: Increases from $500 to $1,000 
the value of an estate which may be admin- 
istered under the provisions of the Probate 
Act relating to small estates. 


H.B. 632: Provides that in proceedings 
for the probate of a will, testimony of wit- 
nesses to the will who are outside the coun- 
ty or unable to testify and can be found and 
are mentally and physically capable of testi- 
fying may be taken by deposition. 


H.B. 654: Provides that after the expira- 
tion of seven years from the date of death 
of a decedent, or after the expiration of such 
additional time as may be allowed by the 
Probate Court for good cause within the 
seven-year period, or any extension thereof, 
no real estate or interest therein to which 
the decedent had claim or title shall be sold 
or mortgaged for the purpose of paying ex- 
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penses of administration or claims against 
the estate. 


H. B. 317: Provides that when a guard- 
ian is appointed so that the ward may par- 
ticipate in the benefits of the Servicemen’s 
Readjustment Act of 1944 no cost shall be 
taxed in such proceedings for the appoint- 
ment nor for any subsequent proceeding rel- 
ative to obtaining such benefits. 


Massachusetts 


Ch. 349: Broadens provisions for au- 
thorizing executors and administrators to 
carry on the business of the deceased; such 
authority may be granted at the time of ap- 
pointment and may be given without notice 
or with such notice as the court may order 
to be given prior to or after the granting of 
such authority. 


Ch. 338: Provides that if it appears in 
the petition for the probate of a will that the 
surviving spouse of the testator is incom- 
petent by “reason of insanity or minority, 
or such husband or widow is under con- 
servatorship, a guardian ad litem shall be 
appointed and made a party to the petition 
and shall be given notice of all proceedings 
relative to the probate of the will or grant- 
ing of letters testamentary.” If the guard- 
ian of an insane person or minor or a con- 
servator has not waived the will of his 
ward’s deceased spouse or brought a peti- 
tion under G. L. 201, §45 for approval of a 
waiver and a guardian ad litem was ap- 
pointed under this chapter, and if the latter 
thinks the will should be waived and the 
guardian or conservator fails to do it after 
written demand made upon him the guard- 
ian ad litem as next friend may waive the 
will, subject to the approval of the court. 


Pennsylvania 


Act. 374: Permits fiduciary to make a 
firm contract to sell real estate. (Previous- 
ly, such contract could not be made because 
the fiduciary was obliged to take the last 
best offer.) 


Act 341: Permits reduction or release of 
powers of appointment or consumption not- 
withstanding spendthrift clause. 

Act 197: Provides that surcharges 
against trust companies shall have the same 
priority in liquidation as deposits and other 
credits. 

Act 216: Provides procedure for com- 
promise of claims for inheritance tax and 
escheat of decedent’s estates. 





TRUSTS IN CHILE 


DR. MARIO TAGLE VALDES“ 


EFORE outlining the background of 

the subject of this article we desire to 
point out two things to the reader in the 
United States. First, the civil law, rather 
than the common law, is the system of juris- 
prudence in force in Chile. Second, the Re- 
public is a single-unit government and, con- 
sequently, when a law is enacted it is in 
force throughout the country. In other 
words Chile has a single legislative body 
and, instead of there being a difference in 
the laws of the various provinces or depart- 
ments, each Chilean law is for the entire 
jurisdiction. 


The legal situation of Chile has undergone 
a great change from the day of its Declara- 
tion of Independence, September 18, 1810. 
In 1811, 1812, 1814, 1818 and 1823 the new 
government had _ successively five short- 
lived constitutions; but on May 25, 1833, 
one was adopted which gave definite form to 
the Republic of Chile as a single govern- 
mental unit which, with necessary minor 
modifications, is presently in force. 


To any extent not prohibited by the terms 
of the constitution, the laws of Spain (to 
which Chile belonged) continued in force 
while eminent Chilean jurists were drafting 
such new laws as were necessary to consti- 
tute a sound base for the progress of the 
country and the development of its diverse 
resources. On December 14, 1855, it en- 
acted its present Civil Code, the work of the 
eminent jurist Andres Bello who in his re- 
search and drafting was aided by the Napo- 
leonic Code and the best statutes of the 
Spanish Civil Code. Without doubt the Civil 
Code of Chile is the greatest legislative 
achievement in America; and several coun- 
tries, with great uniformity, have based 
their later codes upon it.! It is superfluous 
to add that it is in force in its entirety at 
the present time, with only such minor mod- 


*Translation by his friend R. G. Patton of Minnea- 
polis to whom he has sent this article in amplification 
as to Chile of the latter’s report published in the Nov- 
ember 1944 issue of Trusts and Estates. Dr. Tagle- 
Valdes is General Counsel for the Bank of Chile; As- 
sistant Secretary-General of the Inter American Bar 
Association; and Vice Chairman of its Committee on 
Trusts and Trustees. As a delegate from Chile he 
attended the 1941 and 1944 meetings of the American 
Bar Association and hopes that conditions may be 
such that he may see many of his North American 
friends at the meeting of the Inter American Bar As- 
sociation this coming October in Santiago, Chile. 


1. Note by translator: Brazil, Columbia, Ecuador, Pan- 
ama, Peru: perhaps others. 


ifications as its existence over a period of 
ninety years have proven necessary. 


Scope of Trust Powers 


T is apparent that a code drafted ninety 

years ago does not treat of trusts in any 
of its subdivisions. Article 2116 thereof 
and succeeding articles relate to mandato 
(agency), defining it as a contract by which 
a person confides the management of one or 
more matters of business to another who 
takes charge of these for the account and at 
the risk of the former. Since the code con- 
tains no prohibitions as to banks accepting 
these mandates, the law gradually extended 
to them the power to manage property of all 
kinds. In other words, the comisiones de 
confianza, which for the first time were ex- 
pressly entrusted to banks by the law of 
19252 and later by that enacted in 1930,° 
had been previously conducted by them as 
mandates, undertaken on the basis of the 
provisions of the Civil Code. When after 
several years these laws were enacted to 
extend the powers of banks, the result was 
that the law did nothing more than to give 
legal sanction to a practice already in exis- 
tence and to extend the scope of bank manr 
agement. ; 


The first article of the law of February 
17, 1930, authorizes banks to accept man- 
dates, general or special, and to act as su- 
pervisors of any kind of business. They 


2. Law 559 of Sept. 26, 1925. 
3. Law 4827 of Feb. 17, 1930. 
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may also liquidate partnerships, corpora- 
tions and individual business enterprises, 
act as receivers, trustees or deputies in 
bankruptcy or insolvency cases, curators, 
testamentary guardians, and serve as execu- 
tor of property which a testator has desig- 
nated management by a bank. It is pos- 
sible, by the provisions of this law, to en- 
trust to a bank the property which consti- 
tutes the legitime of an incompetent; also 
property as to which there has been estab- 
lished an usufruct or a fideicomiso (testa- 
mentary trust). Lastly, banks are author- 
ized by the same statute to act as represen- 


4. Translator’s Note: Provision is made for the desig- 
nation of “representatives’’ of bondholders by the 
laws of Argentine, Brazil, Chile, Columbia and 
Peru. Their powers and duties are established by 
contract entered into between the prospective issuer 
of bonds and the representatives prior to issuance. 
Thereafter the holders of bonds do, by the act of 
purchase, adopt the contract. By the contract, and 
by the statute in some jurisdictions, the representa- 
tives have much the same power to act cn behalf of 
the bondholders as has a trustee in the United 
States but they are not the holders of any title or 
lien which may have been pledged as security. See 
Capa, The Corporate Debenture System, 43 Yale 
Law Jour. 571; Patton, Trusts in the Western Hem- 
isphere, Tulane Law Review (March or June issue 
1945). 
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tatives for the holders of bonds issued in 
conformity with law.+ 

Under the safeguard of the cited legisla- 
tion, the banks, and especially the Bank of 
Chile, have enormously increased the extent 
to which they have engaged in trust busi- 
ness,” contributing in this way to an in- 
crease in the prosperity of the country. 


5. But as agents or mandatarios and not as trustees, 
the trust device not having yet been established un- 
der Chilean law. See article last cited supra n. 4. 
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Community Trust Pays 
Record Sum 


Appropriations by the New York Commun- 
ity Trust for charitable purposes reached a 
new high in 1944 when $558,746.35 was paid 
out, compared with $550,816 in the preceding 
year. Disbursements were made from 46 me- 
morial funds to 188 organizations. Payments 
went to 22 states; New York received the 
largest proportion, $400,071, followed by Cal- 
ifornia which received $25,250. The principal 
beneficiary was the Salvation Army to which 
$65,692 was paid. Cumulative payments are 
now $4,613,965. 





The Development of Land 


is frequently a problem to trust officers, attorneys and others in a fiduciary position. 


Our TOWN PLANNING DEPARTMENT offers complete facilities to determine 
the subdivision possibilities of land, comprising 


Boundary and Contour Surveys 

Road Planning and Cross Sectional Maps 
Study of Plot Size and Arrangement 
Landscaped Sales Plats to conform with Zoning 
Introduction of Utilities. 

Cost Estimates and detailed Working Drawings 


The analytical and engineering work is under the direction of Mr. John James 
Watson, Consulting Engineer and Town Planner who, over a period of thirty years, 
has handled many of the most important projects in America. 


PREVIEWS is equipped to carry a property through every stage, from preliminary 
study and evaluation to final national marketing. 
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The National Real Estate Clearing House 


49 East 53rd Street, New York 22, N. Y. 
Telephone: PLaza 8-2630 
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DISINHERITANCE 


FRANCIS P. McGUIRE 
Attorney, Connecticut General Life Insurance Co., Hartford 


HE word “disinheritance” suggests to 

most people either a miserly ancestor or 
a relative who has incurred the displeasure 
of the deceased. For example, a man leaves 
his wife the minimum the law allows, and 
leaves the rest of his property to his side of 
the family. A son or daughter is cut off 
with $1 because of displeasure over a mar- 
riage or following a career contrary to par- 
ental wishes. 

With taxes what they are today, disinher- 
itance can be advantageously practiced 
without any of the old stigma attached to it. 
Suppose, for example, that Mr. A is worth 
$500,000 and his wife is worth $300,000. 
He arranges to leave his property in trust 
for her benefit and for the children’s benefit 
only upon her subsequent death. 

He expects her to take care of his children 
in the meantime, both during their minority 
and until they are able to earn their own 
living. The result is that he has added the 
income from his estate to the already size- 
able income which she has in her own estate. 
Assume, for example, that the additional in- 
come she is receiving from his estate puts 
her in the 50% bracket. This leaves only 
half of this income “to spend” for the chil- 
dren. 

If instead of leaving everything to her he 
had left her only part of his estate and set 
up trusts for his children with the income to 
be paid directly to them, such income would 
then be taxed directly to them in the lower 
brackets, for example, at 25%. Practically 
double the income would be available for the 
benefit of the children. 

There might be situations where, if per- 
missible under state law, it would be advan- 
tageous to disinherit a wife (or husband) 
entirely; at other times it may be advan- 
tageous to disinherit her only in part. It 
may frequently be desirable, even if the wife 
has no property, especially in the case of a 
large estate, to leave a small part, at least, 
payable directly for the benefit of the chil- 
dren. 


Disinheritance of Children 


Another case where disinheritance might 
be advantageously practiced is in the case of 
grandparents with children and grandchil- 
dren. Let us assume the grandparents are 
well along in years and that they have al- 


ready transferred some of their property to 
their children. Assume that each spouse 
has been disinherited for the reasons pre- 
viously outlined.° 

The normal procedure would be to leave 
the balance of the estate in trust for the 
children. The children already have sub- 
stantial incomes, and this additional income 
only adds to their tax burden. Out of what- 
ever income they already have they are nat- 
urally going to support their own children. 

Here is a case in which the grandparents 
would be justified in disinheriting to some 
degree their own children and passing the 
money directly to the grandchildren. Again 
we are following the principle of creating 
separate tax entities. The grandchildren 
will have their own income subject to tax’in 
lower brackets than their parents, with the 
result that more spendable income is avail- 
able. 

While disinheritance in the past has often 
been looked upon as a criticism of the heirs, 
failure to disinherit today can result in 
criticism of the owner of a substantial es- 
tate. 


0 
Fiduciaries Honor Trust Act Sponsors 


The Houston Corporate Fiduciaries Associa- 
tion’s June meeting was a testimonial dinner 
in honor of the state representatives who 
sponsored and were largely responsible for the 
passage in 1943 of the Texas Trust Act and 
amendments thereto this year. These men 
are Senator R. A. Weinert, Judge S. J. Isaacs 
and Representative Joe Harris. Ross P. Ben- 
nett, president of the association, presided. 
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Decisions 


LEGAL CONTRIBUTING EDITORS: Digests of the current decisions affect- 
ing fiduciaries, published in the following pages, were reported by these 
attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
FLORIDA: Warren L. Jones—Fleming, Jones, Scott & Botts, Jacksonville 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

NEW JERSEY: Samuel J. Foosaner, Counsellor-at-law, Newark 

NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 


The complete roster of editors appears in July and January. 


Claims — Fraud as Relieving Creditor 
from Compliance with Statute of Non- 
Claim 


Florida—Supreme Court 
Adams v. Hackensack Trust Co., 22 So. 2d 392. 


The Florida statute of non-claim provides 
that claims against a decedent’s estate not 
filed in the probate court within eight months 
from the first publication of notice to creditors 
shall be void even though the personal repre- 
sentative has recognized the claim by paying 
a portion thereof or interest thereon or other- 
wise. At the time of his death, decedent was 
indebted to plaintiff upon a bond and mortgage 
in which the maker’s residence was recited as 
New Jersey. Plaintiff was informed of de- 
cedent’s death by one of decedent’s sons resid- 
ing in New York who informed plaintiff to take 
the matter up with another of decedent’s sons 
residing in Florida. Plaintiff wrote the son 
residing in Florida requesting information as 
to date and place of death, the place of probate 
and names and addresses of the executors. No 
reply was received to this inquiry. Plaintiff 
then sent a sworn proof of claim to the son in 
Florida. A New York attorney acknowledged 
this communication, advising that he was 
handling the New Jersey and New York af- 
fairs of the estate, that decedent had died in 
his home in New York, that the claim was 
properly filed, and that plaintiff’s claim would 
be paid. Thereafter the New York attorney 
advised plaintiff to communicate with the 
Florida attorney for the estate. Then, for the 
first time, plaintiff learned that the will of 
the decedent was probated in Florida and the 
son residing in Florida was one of the execu- 
tors. The statutory period for filing claims had 
then expired. Plaintiff brought a suit in equity 
to require payment of the claim. 

HELD: Although recognition of a claim 
by the executor or administrator does not 
take it out of the statute of non-claim, the 
concealment of the place of probate and the 
assurance that the claim was properly filed 
and would be paid is fraud, and the claim 
should be paid. 


Distribution — After-Born Child Takes In- 
testate Share If Not Mentioned In Will 
Unless a ‘Settlement’ For Such Child 
is in Existence at Date of Will 


New York—Surrogate’s Court, N. Y. County 
Matter of Stern, N. Y. L. J., June 23, 1945. 


The will, made while the testator’s wife was 
pregnant, gave the entire estate (about 
$37,000) to her. The draftsman testified: that 
the testator wanted only a duplicate of his 
prior will, which had been made while he was 
single, with the name of his wife substituted 
for the name of his mother as sole beneficiary; 
that the testator did not want any reference 
to children, and that if he had a child he 
would get some bonds for the child. When the 
child was born the testator paid $900 for war 
bonds some of which were in the sole name 
of the child and others “payable on death” 
to the child. The bonds were uncashed at the 
date of death. The New York statute (D.E.L. 
§26) provides that, if the testator leaves a 
child born after the date of his will who is not 
mentioned or provided for in the will and who 
is “unprovided for by any settlement,” such 
child succeeds to an intestate share. 

HELD: The after-born child was entitled 
to an intestate share. The oral testimony of 
the draftsman was inadmissible because it was 
offered to show a testamentary disposition; 
in any event the Court found as a matter of 
fact that the purchase of the bonds was no 
more than an expression of parental joy over 
the birth of a child and not intended to be a 
provision for the future maintenance and sup- 
port of the child. 

The Surrogate reviewed the history and 
purposes of the statute and declared that pro- 
vision for an after-born child by a “settle- 
ment,” within the meaning of the statute, is 
effected only by a written instrument which 
is in existence at the date of the will and 
which provides for the maintenance and sup- 
port of such child. The Surrogate observed 
that although many courts of first instance 
had held that provisions made after the birth 
of children constituted “settlements,” such 





holdings had been made without noticing 
Matter of Del Genovese, 169 App. Div. 140. 


In declaring that an outright gift by a 
testator to his after-born child does not meet 
the statutory requirement, the Surrogate ob- 
served that such result was proper, because 
the statute secures to the after-born child a 
right of iwkeritance from the deceased parent, 
not an expectancy of inheritance from the sur- 
viving parent who may remarry. Moreover, 
the Court observed that any other construction 
of the statute would run counter to well set- 
tled principles gs to wills in New York because 
the statute works a revocation of the will as 
to an after-born child, and conduct or unat- 
tested writings after the date of such statu- 
tory revocation may not be used to show a 
rescission of such revocation and republication 
of the will. The Surrogate also declared it 
impossible to conceive of a tentative revoca- 
tion of a will which must be deemed in sus- 
pense to await ascertainment of what the 
testator might or might not thereafter do. 


This decision brings into question numerous 
holdings in New York which denied intestate 
shares to after-born children for whom some 
provision was made in ways other than by 
settlements in existence at the date of the 
will. 


0 
Investments—Liability for Retention _ 


New Jersey—Court of Chancery 
Pollock v. Bowman, 23 N. J. Misc. 63. 


Testator left his entire estate to his execu- 
tors and trustees for the benefit of designated 
beneficiaries. Estate consisted of a yeast bus- 
iness, together with certain stocks, bonds and 
securities. The trustees decided to sell the 
yeast business, because they concluded it to 
be a hazardous enterprise. This sale resulted 
in a loss to the trust, occasioned by failure of 
the purchaser to make payments, and ultimate 
abandonment of the business. 


The trustees retained investments, including 
large blocks of shares of common stock. Eight 
yearly accountings were made by them, upon 
due notice to the beneficiaries. Upon final ac- 
counting, it was contended that the trustees 
failed to exercise proper care and prudence in 
making the sale of the business, and in their 
retention of the shares of common stock. 


HELD: Where all the details respecting 
the terms of sale of the business were set 
forth in the first accounting, and all parties in 
interest were on notice, and failed to file any 
objections, they will now be estopped from do- 
ing so. 


Where trustees are guilty of errors of judg- 
ment, but give careful consideration to the re- 
tention of investments and exercise reasonable 
diligence in administering assets, there being 
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no proof of fraud, lack of good faith, self- 
dealing, or unlawful investments, they are not 
subject to surcharge. 


Where, however, in face of unfavorable in- 
vestment advice, with company earnings fall- 
ing off and dividends being reduced, the trus- 
tees insist upon retaining common stocks con- 
trary to the dictates of good judgment, they 
are chargeable with the loss occurring as a 
result of their lack of prudence. 
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Life Tenant & Remainderman — Dividends 
on Preferred Shares in Arrears at Time 
of Trustee’s Purchase Belong to Income 


New York—Surrogate’s Court, New York County 
Matter of Wittenberg, N. Y. L. J., July 14, 1945. 


At the time of purchase by the trustee of 
preferred shares, dividends thereon were in 
arrears. About 10% months after the pur- 
chase, part of the accumulated dividends was 
paid and within 19 months the entire accum- 
ulation was cleared. The question presented 
was whether any part of the arrearage at the 
time of purchase is payable to principal ‘ac- 
count. 

HELD: The dividends are payable entirely 
to income. The authorities which required 
such result in respect of dividends upon shares 
received by a trustee under a will or from 
an inter vivos settlor, furnish an analogy. 
It would be entirely speculative to consider 
whether the price paid by the trustees was to 
any extent a reflection of a market hope that 
the dividends in arrears would ultimately be 
paid. : 

i 
Taxation — Estate & Inheritance — Prop- 
erty Appointed to One Who Would Take 

More In Default of Appointment Includ- 

ed in Donee’s Estate 


New York—Appellate Division, 2nd Department 


Matter of Rogers, decided July 2, 1945, N. Y. L. J., 
July 25, 1945. 


The decision of the Surrogate of Suffolk 
County (reported in Oct. 1944 Trusts and 


For Ancillary Administration 


In Pennsylvania 


BERKS COUNTY TRUST 
COMPANY 


READING, PA. 
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Estates 400) was reversed by the Appellate 
Division for the 2nd Department. The Court 

HELD: In view of the identity of the lan- 
guage in the estate tax statutes of the United 
States and of New York and the expressed 
intention of the New York Legislature to 
harmonize as far as possible the meaning and 
the operation of the state and the federal 
statutes, the decision of the Supreme Court 
of the United States in which it was held, 
with respect to the estate here involved, that 
the decedent’s gross estate must be deemed to 
include the property appointed, notwithstand- 
ing that the appointee took more in default 
of appointment, would probably be followed 
by the New York Court of Appeals although 
it had itself previously held that in such case 
the bequest is taxable in the estate of the 
donor and not in the estate of the donee of 
the power. 
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Wills — Construction — Effect of Codicil on 
Provision as to Lapsed Legacy 


Massachusetts—Supreme Judicial Court 
Crozier v. Billington, 1945 A. S. 821. 


The question was whether a legacy lapsed 
through the death of the legatee. The third 
section of the will gave legacies to the testa- 
trix’s sisters S and A, her brother G and the 
children of her brother W. It then provided 
that if any of the legatees predeceased her 
the legacy should lapse. A codicil recited the 
death of S and gave a legacy to her daughter 
B in its place. -The codicil further provided 
that the legacies to A and the children of W 
should remain the same, that to G being in- 
creased to double the original amount. B pre- 
deceased the testatrix. 

HELD: The legacy to B lapsed. A will 
and codicil are to be read together as one 
instrument. The provision as to lapse oper- 
ated on the legacies in the third section 
whether placed there by the will or by the 
codicil. An examination of the whole will 
gave additional support to this view since it 
showed that the testatrix had a keen percep- 
tion of the nature of a lapsed legacy. 
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Wills — Construction — Gift of House and 
Contents 


California—District Court of Appeal 
Estate of Marin, 69 A.C.A. 242. 


Testatrix devised her residence to her physi- 
cian, also “the personal property, household 
furniture, furnishings ** which may be located 
in, upon or about said residence or real proper- 
ty at the time of my death.” Contained in 
the residence were war savings bonds of the 
face value of $12,000. 
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HELD: It was not intended by testatrix 
that these bonds should pass under the clause 
quoted above. 
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Wills — Probate — Executor Who Offers 
Will Containing Libelous Matter is not 
Personally Responsible, but Action Sur- 
vives against Estate 


New York—Supreme Court, Kings County— 
Special Term I. 
Brown v. Mack, N. Y. L. J., July 11, 1945. 


In setting forth the reasons why he did not 
give anything by will to his wife the testator 
included language regarding her which was 
libelous per se. The executor offered the will 
for probate and sent copies thereof to the leg- 
atees named therein. The widow alleged 
causes of action against the executor as such, 
and against him individually. Upon a motion 
to dismiss the complaint on the ground that it 
did not state facts sufficient to constitute 
causes of action the Court observed that the 
questions presented were new in New York 
and 

HELD: A cause of action was not stated 
against the executor individually, because the 
tort was not his inasmuch as he had no alterna- 
tive except to file the will for probate. While 
he could have filed the will and asked for the 
expunging of the libelous matter, there would 
have been publication thereof in any event. 
However, because the New York statute pro- 
vides for the survival of causes of action for 
libel and because the publication of the libel 
complained of did not take place until after 
the death of the testator, it was not barred 
by any Statute of Limitation and a cause of 
action was stated against the estate. The 
opinion contains a full review of the author- 
ities and the questions of pleading involved. 
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Transfer of Willkie Trusts Sought 


Mrs. Wendell L. Willkie has petitioned the 
New York Surrogate for appointment of the 
First National Bank of New York to admin- 
ister the trust funds established in Mr. Will- 
kie’s will. The Ohio State Bank & Trust Co., 
of Akron, which was named in the will, exe- 
cuted in 1928, and its successors have re- 
nounced the appointment as trustee, as previ- 
ously reported in Trusts and Estates. At the 
time of his death, Mr. Willkie was a director 
of the First National Bank.. 

Transfer of the trusteeship to New York in- 
volves the question of the application of New 
York laws to the accumulation of income and 
Mrs. Willkie has asked for judicial interpreta- 
tion of this, together with the question of 
whether the new trustee has the right to sell 
assets, a power originally conferred on the 


Ohio trust company. 





